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THEORIES OF DECISION-MAKING IN ECONOMICS 
AND BEHAVIORAL SCIENCE 


By Herpert A. Simon* 


[Editor's note: This is the first of eight survey articles on recent developments in 
economics scheduled for appearance in the Review over the next few years. Financial 
support of the series has been generously provided by the Rockefeller Foundation. The 
managing editor is particularly grateful for the personal interest which the late Dr. Nor- 
man S. Buchanan, Director for the Social Sciences at the Foundation, took in the plan- 
ning of the project.] 

Recent years have seen important new explorations along the bound- 
aries between economics and psychology. For the economist, the im- 
mediate question about these developments is whether they include 
new advances in psychology that can fruitfully be applied to economics. 
But the psychologist will also raise the converse question—whether 
there are developments in economic theory and observation that have 
implications for the central core of psychology. Tf economics is able to 
find verifiable and verified generalizations about human economic be- 
havior, then these generalizations must have a place in the more gen- 
eral theories of human behavior to which psychology and sociology 
aspire. Influence will run both ways.* 


“ I. How Much Psychology Does Economics Need? 


How have psychology and economics gotten along with little rela- 
tion in the past? The explanation rests on an understanding of the 
goals toward which economics, viewed as a science and a discipline, 


has usually aimed. 
Broadly speaking, economics can be defined as the science that 


* The author is professor of administration at the Carnegie Institute of Technology. This 
paper draws heavily upon earlier investigations with his colleagues in the Graduate 
School of Industrial Administration, carried out in library, field, and laboratory, under 
several grants from the Ford Foundation for research on organizations. He is especially 
indebted to Julian Feldman, whose wide-ranging exploration of the so-called binary 
choice experiment [25] has provided an insightful set of examples of alternative approaches 
to a specific problem of choice. 

*The influence of economics upon recent work in the psychology of higher mental 
processes is well illustrated by Bruner, Goodnow and Austin [14, Ch. 3 and 4]. In this 
work, game theory is used to throw light on the processes of concept formation. 
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describes and predicts the behavior of several kinds of economic man— 
notably the consumer and the entrepreneur. While perhaps literally cor- 
rect, this definition does not reflect the principal focus in the literature 
of economics. We usually classify work in econo Rory: moni dimen- 
sions: (a) whether it is concerned with industries'and the whole econ- 
omy (macroeconomics) or with individual economic actors (micro- 


economics); and (b) whether it strives to describe and explain eco- 


nomic behavior (descriptive economics), or to guide decisions either. 


at the level of public policy (normative macroeconomics) or at the- 


level of the individual consumer or businessman (normative micro- 
economics ). 

The profession and literature of economics have been largely pre- 
occupied with normative macroeconomics. Although descriptive macro- 
economics provides the scientific base for policy prescription, research 
emphases have been determined in large part by relevance to policy 
(e.g., business cycle theory). Normative microeconomics, carried for- 
ward under such labels as “management science,” “engineering eco- 
nomics,” and “operations research,” is now a flourishing area of work 
having an uneasy and ill-defined relation with the profession of eco- 
nomics, traditionally defined. Much of the work is being done by mathe- 
maticians, statisticians, engineers, and physical scientists (although 
many mathematical economists have also been active in it).? 

This new area, like the old, is normative in orientation. Economists 
have been relatively uninterested in descriptive microeconomics—un- 
derstanding the behavior of individual economic agen cept as this 
is necessary to provide a foundation for macroeconomics! The norma- 
tive microeconomist “obviously” doesn’t need a theory of human be- 
havior: he wants to know how people ought to behave, not how they 
do behave. On the other hand, the macroeconomist’s lack of concern 
with individual behavior stems from different considerations. First, 
he assumes that the economic actor is rational, and hence he makes 
strong predictions about human behavior without performing the hard 
work of observing people. Second, he often assumes competition, which 
catries with it the implication that only the rational survive. Thus, the 
classical economic theory of markets with perfect competition and 
rational agents is deductive theory that requires almost no contact 
with empirical data once its assumptions are accepted.* 

Undoubtedly there is an area of human behavior that fits these as- 
sumptions to a reasonable approximation, where the classical theory 

* The models of rational decision-making employed in operations research are surveyed 
in Churchman, Ackoff, and Arnoff [16]; Bowman and Fetter [11]; and Vazsonyi [69]. 
* As an example of what passes for empirical “evidence” in this literature, I cite pp. 22- 
23 of Friedman’s Essays in Positive Economics [27], which will amaze anyone brought 


up in the empirical tradition of psychology and sociology, although it has apparently ex- 
cited little adverse comment among economists. 
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with its assumptions of rationality is a powerful and useful tool. With- 
out denying the existence of this area, or its importance, I may observe 
that it fails to include some of the central problems of conflict and dy- 
namics with which economics has become more and more concerned. 
A metaphor will help to show the reason for this failure. 

Suppose we were pouring some viscous liquid—molasses—into a 
bowl of very irregular shape. What would we need in order to make a 
theory of the form the molasses would take in the bowl? How much 
would we have to know about the properties of molasses to predict its 
behavior under the circumstances? If the bowl were held motionless, 
and if we wanted only to predict behavior in equilibrium, we would 
have to know little, indeed, about molasses. The single essential as- 
sumption would be that the molasses, under the force of gravity, would 
minimize the height of its center of gravity. With this assumption, 
which would apply as well to any other liquid, and a complete knowl- 


edge of the environment—in this case the shape of the bowl—the equi-. 


librium is completely determined. Just so, the equilibrium behavior of a 


perfectly adapting organism depends only on its goal and its environ-°| 
ment; it is otherwise completely independent of the internal properties } 


of the organism. 

If the bowl into which we were pouring the molasses were jiggled 
rapidly, or if we wanted to know about the behavior before equilibrium 
was reached, prediction would require much more information. It would 
require, in particular, more information about the properties of mo- 
lasses: its viscosity, the rapidity with which it “adapted” itself to the 
containing vessel and moved towards its “goal” of lowering its center 
of gravity. Likewise, to predict the short-run behavior of an adaptive 
organism, or its behavior in a complex and rapidly changing environ- 
ment, it is not enough to know its goals. We must know also a great 
deal about its internal structure and particularly its mechanisms of 
adaptation. * 

If, to carry the metaphor a step farther, new forces, in addition to 
gravitational force, were brought to bear on the liquid, we would have 
to know still more about it even to predict behavior in equilibrium. Now 
its tendency to lower its center of gravity might be countered by a force 
to minimize an electrical ex magnetic potential operating in some lateral 
direction. We would have to know its relative susceptibility to gravita-. 
tional and electrical or magnetic force to determine its equilibrium posi- 
tion. Similarly, in an organism having a multiplicity of goals, or afflicted 
with some kind of internal goal conflict, behavior could be predicted 
only from information about the relative strengths of the several goals 
and the ways in which the adaptive processes responded to them. 

Economics has been moving steadily into new areas where the power 
of the classical equilibrium model has never been demonstrated, and 
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where its adequacy must be considered anew. Labor economics is such 
an area, oligopoly or imperfect competition theory another, decision- 
making under uncertainty a third, and the theory of economic develop- 
ment a fourth. In all of these areas the complexity and instability of his 
environment becomes a central feature of the choices that economic 
man faces. To explain his behavior in the face of this complexity, the 
theory must describe him as something more than a featureless, adap- 
tive organism; it must incorporate at least some description of the 
processes and mechanisms through which the adaptation takes place. 
Let us list a little more concretely some specific problems of this kind: 

(a) The classical theory postulates that the consumer maximizes 
utility. Recent advances in the theory of rational consumer choice have 
shown that the existence of a utility function, and its characteristics, if 
it exists, can be studied empirically. 

(b) The growing separation between ownership and management 
has directed attention to the motivations of managers and the adequacy 
of the profit-maximization assumption for business firms. So-called 
human relations research has raised a variety of issues about the 
motivation of both executives and employees. 

(c) When, in extending the classical theory, the assumptions of per- 
fect competition were removed, even the definition of rationality be- 
came ambiguous. New definitions had to be constructed, by no means 
as “obvious” intuitively as simple maximization, to extend the theory 
of rational behavior to bilateral monopoly and to other bargaining and 
outguessing situations. 

(d) When the assumptions of perfect foresight were removed, to 
handle uncertainty about the environment, the definition of rationality 
had to be extended in another direction to take into account prediction 
and the formation of expectations. 

(e) Broadening the definition of rationality to encompass goal con- 
. flict and uncertainty made it hard to ignore the distinction between 
/ the objective environment in which the economic actor “really” lives 
and the subjective environment that he perceives and to which he re- 
sponds. When this distinction is made, we can no longer predict his be- 
havior—even if he behaves rationally—from the characteristics of the 
objective environment; we also need to know something about his per- 
ceptual and cognitive processes. 

We shall use these five problem areas as a basis for sorting out some 
recent explorations in theory, model building, and empirical testing. 
In Section II, we will examine developments in the theory of utility and 
consumer choice. In Section III, we will consider somewhat parallel is- 
sues relating to the motivation of managers. In Section IV, we will deal 
with conflict of goals and the phenomena of bargaining. In Section V, 
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we will survey some of the work that has been done on uncertainty 
and the formation of expectations. In Section VI, we will explore recent 
developments in the theory of human problem-solving and other higher 
mental processes, and see what implications these have for economic de- 
cision-making. 


Il. The Utility Function 


The story of the re-establishment of cardinal utility, as a consequence 
of the introduction of uncertainty into the theory of choice, is well 
known.* When Pareto and Slutsky had shown that the theory of con- 
sumer demand could be derived from the properties of indifference 
curves, without postulating a cardinal utility function underlying these 
curves, it became fashionable to regard utility as an ordinal measure— 
a ranking of alternatives by preference. Indeed, it could be shown 
that only ordinal utility had operational status—that the experiments 
that had been proposed, and even tried in a couple of instances, to 
measure an individual’s utilities by asking him to choose among alterna- 
tives could never distinguish between two cardinal utility functions that 
were ordinally equivalent—that differed only by stretchings and con- 
tractions of the unit of measurement. 

It was shown by von Neumann and Morgenstern, as a byproduct of 
their development of the theory of games, that if the choice situation 
were extended to include choices among uncertain prospects—among 
lottery tickets, say—cardinal utilities could be assigned to the outcomes 
in an unequivocal way.’ Under these conditions, if the subject’s be- 
havior was consistent, it was possible to measure cardinally the utilities 
that different outcomes had for him. 

A person who behaved in a manner consistent with the axioms of 
choice of von Neumann and Morgenstern would act so as to maximize - 
the expected value—the average, weighted by the probabilities of the 
alternative outcomes of a choice—of his utility. The theory could be 
tested empirically, however, only on the assumption that the probabili- 
ties assigned to the alternatives by the subject were identical with the 
“objective” probabilities of these events as known to the experimenter. 
For example, if a subject believed in the gamblers’ fallacy, that after 
a run of heads an unbiased coin would be more likely to fall tails, his 
choices might appear inconsistent with his utility function, while the 
real difficulty would lie in his method of assigning probabilities. This 

*Ward Edwards [23] provides an account of these developments from the psycholo- 
gist’s point of view; Chapter 2 of Luce and Raiffa [43] is an excellent introduction to 
the “new” utility theory. Arrow [5] contains a nonmathematical survey of this and re- 
lated topics. 

* The second edition of von Neumann and Morgenstern [50] contains the first rigorous 
axiomatic demonstration of this point. 
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difficulty of “subjective” versus “objective” probability soon came to 
light when attempts were made to test experimentally whether people 
behaved in accordance with the predictions of the new utility theory. 
At the same time, it was discovered that the problem had been raised 
_and solved thirty years earlier by the English philosopher and mathe- 
‘matician Frank Ramsey.’ Ramsey had shown that, by an appropriate 
series of experiments, the utilities and subjective probabilities assigned 
by a subject to a set of uncertain alternatives could be measured simul- 
taneously. 

“Empirical Studies 

The new axiomatic foundations of the theory of utility, which show 
that it is possible at least in principle to determine empirically whether 
people “have” utility functions of the appropriate kind, have led to a 
rash of choice experiments. An experimenter who wants to measure 
utilities, not merely in principle but in fact, faces innumerable difficul- 
ties. Because of these difficulties, most experiments have been limited 
to confronting the subjects with alternative lottery tickets, at various 
odds, for small amounts of money. The weight of evidence is that, under 
these conditions, most persons choose in a way that is reasonably con 
sistent with the axioms of the theory—they behave as though they were 
maximizing the expected value of utility and as though the utilities of the 
several alternatives can be measured.” _ 

When these experiments are extended to more “realistic” choices— 
choices that are more obviously relevant to real-life situations—difficul- 
ties multiply. In the few extensions that have been made, it is not at 
all clear that the subjects behave in accordance with the utility axioms. 
There is some indication that when the situation is very simple and 
transparent, so that the subject can easily see and remember when he 
is being consistent, he behaves like a utility maximizer. But as the 
choices become a little more complicated—choices, for example, among 
phonograph records instead of sums of money—he becomes much less 
consistent [21, Ch. 3] [47].° 

We can interpret these results in either of two ways. We can say 
that consumers “want” to maximize utility, and that if we present 

*Ramsey’s important essay [57] was sufficiently obscure that it was overlooked until 
the ideas were rediscovered independently by de Finetti [26]. Valuable notes on the his- 
tory of the topic together with a thorough formal treatment will be found in the first 
five chapters of Savage [58]. . 

*Some of the empirical evidence is reviewed in [23]. A series of more recent empirical 
studies is reported in Davidson and Suppes [21]. 


*Some more recent experiments [57a], show a relatively high degree of fransitivity. 
A. G. Papandreou, in a publication I have not yet seen (University of California Publica- 
tions in Economics) also reports a high degree of transitivity. 
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them with clear and simple choices that they understand they will do 
so. Or we can say that the real world is so complicated that the theory 
of utility maximization has little relevance to real choices. The former 
interpretation has generally appeared more attractive to economists 
trained in classical utility theory and to management scientists seeking 
rules of behavior for normative microeconomics; the latter to be- 
havioral scientists interested in the description of behavior. 


Normative Applications 


The new utility theory has provided the formal framework for much 
recent work in mathematical statistics—i.e., statistical decision theory.® 
Similarly (it would be accurate to say “synonymously”’), this frame- 
work provides the basis for most of the normative models of manage- 
ment science and operations research designed for actual application to 
the decision-making problems of the firm.*® Except for some very recent 
developments, linear programming has been limited to decision-making 
under certainty, but there have been far-reaching developments of dy- 
namic programming dealing with the maximization of expected values 
of outcomes (usually monetary outcomes) in situations where future 
events can be predicted only in terms of probability distributions.” 

Again, there are at least two distinct interpretations that can be. 
placed on these developments. On the one hand, it can be argued: 
“Firms would like to maximize profits if they could. They have been 
limited in doing so by the conceptual and computational difficulties of 
finding the optimal courses of action. By providing powerful new 
mathematical tools and computing machines, we now enable them to 
behave in the manner predicted by Alfred Marshall, even if they 
haven’t been able to in the past.” Nature will imitate art and economic 
man will become as real (and as artificial) as radios and atomic piles. 

The alternative interpretation rests on the observation that, even 
with the powerful new tools and machines, most real-life choices still 
lie beyond the reach of maximizing techniques—unless the situations 
are heroically simplified by drastic approximations. If man, according 
to this interpretation, makes decisions and choices that have some ap- 


* The systematic development of statistics as decision theory is due largely to A. Wald 
[70] on the basis of the earlier work of J. Neyman and E. Pearson. Savage [58] carries 
the development further, erecting the foundations of statistics solidly on utility and prob- 
ability theory. 

* This work relates, of course, to profit maximization and cost minimization rather 
than utility maximization, but it is convenient to mention it at this point. See [11] [16] 
[69]. 

*™ Arrow, Harris and Marschak [3] were among the first to treat inventory decisions 
dynamically. A general treatment of the theory of dynamic programming will be found 
in Bellman [9]. 
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pearance of rationality, rationality in real life must involve something 
simpler than maximization of utility or profit. In Section VI, we will see 
where this alternative interpretation leads. 


The Binary Choice Experiment 


Much recent discussion about utility has centered around a par- 
ticularly simple choice experiment. This experiment, in numerous 
variants, has been used by both economists and psychologists to test 
the most diverse kinds of hypotheses. We will describe it so that we can 
use it as a common standard of comparison for a whole range of theories 
and empirical studies.” 

' We will call the situation we are about to describe the binary choice 
experiment. It is better known to most game theorists—particularly 
those located not far from Nevada—as a two-armed bandit; and to 
most psychologists as a partial reinforcement experiment. The subject 
is required, in each of a series of trials, to choose one or the other of 
two symbols—say, plus or minus. When he has chosen, he is told 
whether his choice was “right” or “wrong,” and he may also receive a 
reward (in psychologist’s language, a reinforcement) for “right” 
choices. The experimenter can arrange the schedule of correct responses 
in a variety of ways. There may be a definite pattern, or they may be 
randomized. It is not essential that one and only one response be cor- 
rect on a given trial: the experimenter may determine that both or 
neithcs will be correct. In the latter case the subject may or may not be 
infor.ned whether the response he did not choose would have ‘been 
correct. 

How would a utility-maximizing subject behave in the binary choice 
experiment? Suppose that the experimenter rewarded “plus” on one- 
third of the trials, determined at random, and “minus” on the remain- 
ing two-thirds. Then a subject, provided that he believed the sequence 
was random and observed that minus was rewarded twice as often as 
plus, should always, rationally, choose minus. He would find the correct 
answer two-thirds of the time, and more often than with any other 
strategy. 

Unfortunately for the classical theory of utility in its simplest form, 
few subjects behave in this way. The most commonly observed behavior 
is what is called event matching.** The subject chooses the two alterna- 
tives (not necessarily at random) with relative frequencies roughly 
proportional to the relative frequencies with which they are rewarded. 

™ My understanding of the implications of the binary choice experiment owes much 


to conversations with Julian Feldman, and to his unpublished work on the experiment. 
See also, Bush and Mosteller [15] particularly Chapter 13. 


*An example of data consistent with event-matching behavior is given on page 283 
of [15]. 
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Thus, in the example given, two-thirds of the time he would choose 
minus, and as a result would make a correct response, on the average, 
in 5 trials out of 9 (on two-thirds of the trials in which he chooses 
minus, and one-third of those in which he chooses plus) .** 

All sorts of explanations have been offered for the event-matching 
behavior. The simplest is that the subject just doesn’t understand what 
strategy would maximize his expected utility; but with adult subjects 
in a situation as transparent as this one, this explanation seems far- 
fetched. The alternative explanations imply either that the subject re- 
gards himself as being engaged in a competitive game with the experi- 
menter (or with “nature” if he accepts the experimenter’s explanation 
that the stimulus is random), or that his responses are the outcome of 
certain kinds of learning processes. We will examine these two types of 
explanation further in Sections IV and V respectively. The important 
conclusion at this point is that even in an extremely simple situation, 
subjects do not behave in the way predicted by a straightforward appli- 
cation of utility theory. 


Probabilistic Preferences 


Before we leave the subject of utility, we should mention one recent 
important development. In the formalizations mentioned up to this 
point, probabilities enter only into the estimation of the consequences 
that will follow one alternative or another. Given any two alternatives, 
the first is definitely preferable to the second (in terms of expected 
utility), or the second to the first, or they are strictly indifferent. If 
the same pair of alternatives is presented to the subject more than 
once, he should always prefer the same member of the pair. 

One might think this requirement too strict—that, particularly if 
the utility attached to one alternative were only slightly greater or less 
than that attached to the other, the subject might vacillate in his choice. 
An empirical precedent for such vacillation comes not only from casual 
observation of indecision but from analogous phenomena in the psycho- 
physical laboratory. When subjects are asked to decide which of two 
weights is heavier, the objectively heavier one is chosen more often 
than the lighter one, but the relative frequency of choosing the heavier 
approaches one-half as the two weights approach equality. The prob- 
ability that a subject will choose the objectively aye weight de- 
pends, in general, on the ratio of the two weights. B ‘ 

Following several earlier attempts, a rigorous and complete axiom 
system for a utility theory incorporating probabilistic preferences has 
been constructed recently by Duncan Luce [cf. 43, App. 1]. Although 

* Subjects tend to choose the more highly rewarded alternative slightly more frequently 


than is called for by event matching. Hence, the actual behavior tends to be some kind 
of average between event matching and the optimal behavior. See [15, Ch. 13]. 
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the theory weakens the requirements of consistency in preference, it is di 
empirically testable, at least in principle. Conceptually, it provides a ce 
more plausible interpretation of the notion of “indifference” than does S} 
the classical theory. i 01 
III. The Goals of Firms 

Just as the central assumption in the theory of consumption is that it 
the consumer strives to maximize his utility, so the crucial assumption 0 
in the theory of the firm is that the entrepreneur strives to maximize n 


his residual share—his-profit. Attacks on this hypothesis have been fre- 
quent.*° We may classify the most important of these as follows: 

(a) The theory leaves ambiguous whether it is short-run or 'ong-run 

’ profit that is to be maximized. 

(b) The entrepreneur may obtain all kinds of “psychic income” from 
the firm, quite apart from monetary rewards. If he is to maximize his 
utility, then he will sometimes balance a loss of profits against an in- 
crease in psychic income! But if we allow “psychic income,” the cri- 
terion of profit maximization loses all of its definiteness. 

.. (c) The entrepreneur may not care to maximize, but may simply 

{ Want to earn a return that he regards as satisfactory. By sophistry and 
and adept use of the concept of psychic income, the notion of seeking 
a satisfactory return can be translated into utility maximizing but not 
in any operational way. We shall see in a moment that “satisfactory 
profits” is a concept more meaningfully related to the psychological no- 
tion of aspiration levels than to maximization. ® 

(d) It is often observed that under modern conditions the equity 
owners and the active managers of an enterprise are separate and dis- 
tinct groups of people, so that the latter may not be motivated to maxi- 
mize profits. | 

(e) Where there is imperfect competition among firms, maximizing 

, is an ambiguous goal, for what action is optimal for one firm depends 
- on the actions of the other firms. 

In the present section we shall deal only with the third of these five 
issues. The fifth will be treated in the foilowing section; the first; sec- 
ond, and fourth are purely empirical questions that have been discussed 
at length in the literature; they will be considered here only for their 
bearing on the question of satisfactory profits. 


Satisficing versus Maximizing 


The notion of satiation plays no role in classical economic theory, 
while it enters rather prominently into the treatment of motivation in 
psychology. In most psychological theories the motive to act stems from 


* For a survey of recent discussions see Papandreou [55]. 
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drives; and action terminates when the drive is satisfied. Moreover, the 
conditions for satisfying a drive are not necessarily fixed, but may be 
specified by an aspiration level that itself adjusts upward or downward 
on the basis of experience. 

If we seek to explain business behavior in the terms of this theory, 
we must expect the firm’s goals to be not maximizing profit, but attain- 
ing a certain level or rate of profit, holding a certain share of the market 
or a certain level of sales. Firms would try to “satisfice” rather than to 
maximize.** 

It has sometimes been argued that the distinction between satisficing 
and maximizing is not important to economic theory. For in the first 
place, the psychological evidence on individual behavior shows that 
aspirations tend to adjust to the attainable. Hence in the long run, the 
argument runs, the level of aspiration and the attainable maximum will 
be very close together. Second, even if some firms satisficed, they would 
gradually lose out to the maximizing firms, which would make larger 
profits and grow more rapidly than the others. 

These are, of course, precisely the arguments of our molasses meta- 
phor, and we may answer them in the same way that we answered them 
earlier. The economic environment of the firm is complex, and it 
changes rapidly; there is no a priori reason to assume the attainment 
of long-run equilibrium. Indeed, the empirical evidence on the distribu- 

ion of firms by size suggests that the observed regularities in size dis- 
\tribution stem from the statistical equilibrium of a population of adap- 
tive systems rather than the static equilibrium of a population of maxi- 
mizers.”” 

Models of satisficing behavior are richer than models of maximizing 
behavior, because they treat not only of equilibrium but of the method 
of reaching it as well. Psychological studies of the formation and change 
of aspiration levels support propositions of the following kinds.” 
(a) When performance falls short of the level of aspiration, search be- 
havior (particularly search for new alternatives of action) is induced. 
(b) At the same time, the level of aspiration begins to adjust itself 


“downward until goals reach levels that are practically attainable. (c) If 


the two mechanisms just listed operate too slowly to adapt aspira- 
tions to performance, emotional behavior—apathy or aggression, for 
example—will replace rational adaptive behavior. 


* A comparison of satisficing with maximizing models of decision-making can be found 
in [64, Ch. 14]. Katona [40] has independently made similar comparisons of economic 
and psychological theories of decision. 

“Simon and Bonini [66] have constructed a stochastic model that explains the ob- 
served data on the size distributions of business firms. 

A standard psychological reference on aspiration levels is [42]. For applications to 
economics, see [61] and [45] (in the latter, consult the index under “aspiration levels”). 
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The aspiration level defines a natural zero point in the scale of 
utility—-whereas in most classical theories the zero point is arbitrary. 
When the firm has alternatives open to it that are at or above its aspira- 
tion level, the theory predicts that it will choose the best of those known 
to be available. When none of the available alternatives satisfies current 
aspirations, the theory predicts qualitatively different behavior: in the 
short run, search behavior and the revision of targets; in the longer 
run, what we have called above emotional behavior, and what the psy- 
chologist would be inclined to call neurosis.”® 


Studies of Business Behavior 


There is some empirical evidence that business goals are, in fact, 
stated in satisficing terms.” First, there is the series of studies stem- 
ming from the pioneering work of Hall and Hitch that indicates that 
businessmen often set prices by applying a standard markup to costs. 
Some economists have sought to refute this fact, others to reconcile it— 
if it is a fact—with marginalist principles. The study of Earley [22a, 
pp. 44-70] belongs to the former category, but its evidence is suspect 
because the questions asked of businessmen are leading ones—no one 
likes to admit that he would accept less profit if he could have more. 
Earley did not ask his respondents how they determined marginal cost 
and marginal revenue, how, for example, they estimated demand 
elasticities. 

Another series of studies derived from the debate over the Keynesian 
doctrine that the amount of investment was insensitive to changes in 
the rate of interest. The general finding in these studies has been that 
the rate of interest is not an important factor " investment decisions 
[24] [39, Ch. 11] [71]. el 

More recently, my colleagues Cyert and March, have attempted to 
test the satisficing model in a more direct way [19]. They found in one 
industry some evidence that firms with a declining share of market 
strove more vigorously to increase their sales than firms whose shares 
of the market were steady or increasing. 


Aspirations in the Binary Choice Experiment 


Although to my knowledge this has not been done, it would be easy 
to look for aspiration-level phenomena in the binary choice experiment. 


Lest this last term appear fanciful I should like to call attention to the phenomena 
of panic and broken morale, which are well known to observers of the stock market and 
of organizations but which have no reasonable interpretation in classical utility theory. I 
may also mention that psychologists use the theory described here in a straightforward 
way to produce experimental neurosis in animal and human subjects. 

* A comprehensive bibliography of empirical work prior to 1950 will be found in [37]. 
Some of the more recent work is [19] [24] [39, Ch. 11]. 
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By changing the probabilities of reward in different ways for different 
groups of subjects, we could measure the effects of these changes on 
search behavior—where amount of search would be measured by 
changes in the pattern of responses. 


Economic Implications 


It has sometimes been argued that, however realistic the classical 
theory of the firm as a profit maximizer, it is an adequate theory for 
purposes of normative macroeconomics. Mason, for example, in com- 
menting on Papandreou’s essay on “Problems in the Theory of the 
Firm” [55, pp. 183-222] says, “The writer of this critique must confess 
a lack of confidence in the marked superiority, for purposes of economic 
analysis, of this newer concept of the firm over the older conception of 
the entrepreneur. ’ The italics are Mason’s. 

The theory of the firm is important for welfare economics—e.g., for 
determining under what circumstances the behavior of the firm will 
lead to efficient allocation of resources. The satisficing model vitiates 
all the conclusions about resource allocation that are derivable from the 
maximizing model when perfect competition is assumed. Similarly, a 
dynamic theory of firm sizes, like that mentioned above, has quite 
different implications for public policies dealing with concentration than 
a theory that assumes firms to be in static equilibrium. Hence, welfare 
economists are justified in adhering to the classical theory only if: (a) the 
theory is empirically correct as a description of the decision-making 
process; or (b) it is safe to assume that the system operates in the 
neighborhood of the static equilibrium. What evidence we have mostly 
contradicts both assumptions. 


IV. Conflict of Interest 


Leaving aside the problem of the motivations of hired managers, 
conflict of interest among economic actors creates no difficulty for 
classical economic theory—indeed, it lies at the very core of the theory 
—so long as each actor treats the other actors as parts of his “given” 
environment, and doesn’t try to predict their behavior and anticipate 
it. But when this restriction is removed, when it is assumed that a seller- 
takes into account the reactions of buyers to his actions, or that each 
manufacturer predicts the behaviors of his competitors—all the famil- 
iar difficulties of imperfect competition and oligopoly arise.** 

The very assumptions of omniscient rationality that provide the basis 
for deductive prediction in economics when competition is present lead 

* There is by now a voluminous literature on the problem. The difficulties in defining 


rationality in competitive situations are well stated in the first chapter of von Neumann 
and Morgenstern [50]. 
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to ambiguity when they are applied to competition among the few. The 
central difficulty is that rationality requires one to outguess one’s op- 
ponents, but not to be outguessed by them, and this is clearly not a 
consistent requirement if applied to all the actors. 


Game Theory 


Modern game theory is a vigorous and extensive exploration of ways 
of extending the concept of rational behavior to situations involving 
struggle, outguessing, and bargaining. Since Luce and Raiffa [43] have 
recently provided us with an excellent survey and evaluation of game 
theory, I shall not cover the same ground here.” I concur in their gen- 
eral evaluation that, while game theory has greatly clarified the issues 
involved, it has not provided satisfactory solutions. Not only does it 
leave the definition of rational conduct ambiguous in all cases save the 
zero-sum two-person game, but it requires of economic man even more 
fantastic reasoning powers than does classical economic theory.” 


Power and Bargaining 


A number of exploratory proposals have been put forth as alterna- 
tives to game theory—among them Galbraith’s notion of countervailing 
power [30] and Schelling’s bargaining theory [59] [60]. These anal- 
yses draw at least as heavily upon theories of power and bargaining 
developed initially to explain political phenomena as upon economic 
theory. They do not lead to any more specific predictions of behavior 
than do game-theoretic approaches, but place a greater emphasis upon 
description and actual observation, and are modest in their attempt to 
derive predictions by deductive reasoning from a few “plausible” 
premises about human behavior. 

At least four important areas of social science and social policy, 
two of them in economics and two more closely related to political 
science, have as their central concern the phenomena of power and 
the processes of bargaining: the theory of political parties, labor-man- 
agement relations, international politics, and oligopoly theory. Any 
progress in the basic theory applicable to one of these is certain to be 
of almost equal importance to the others. A growing recognition of their 
common concern is evidenced by the initiation of a new cross-dis- 
ciplinary journal, Journal of Conflict Resolution. 


* Chapters 5 and 6 of [43] provide an excellent survey of the attempts that have been 
made to extend the theory of games to the kinds of situations most relevant to economics. 

*In a forthcoming volume on Strategy and Market Structure, Martin Shubik ap- 
proaches the topics of imperfect competition and oligopoly from the standpoint of the 
theory of games. 
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Games against Nature 


While the binary choice experiment is basically a one-person game, 
it is possible to interpret it as a “game against nature,” and hence to 
try to explain it in game-theoretic terms. According to game theory, the 
subject, if he believes in a malevolent nature that manipulates the dice 
against him, should minimax his expected utility instead of maximizing 
it. That is, he should adopt the course of action that will maximize his 
expected utility under the assumption that nature will do her worst to 
him. 

Minimaxing expected utility would lead the subject to call plus or 
minus at random and with equal probability, regardless of what the 
history of rewards has been. This is something that subjects demon- 
strably do not do. 

However, it has been suggested by Savage [58] and others that 
people are not as interested in maximizing utility as they are in mini- 
mizing regret. “Regret” means the difference between the reward ac- 
tually obtained and the reward that could have been obtained with 
perfect foresight (actually, with perfect hindsight! ). It turns out that 
minimaxing regret in the binary choice experiment leads to event- 
matching behavior [64, Ch. 16]. Hence, the empirical evidence is at 
least crudely consistent with the hypothesis that people play against 
nature by minimaxing regret. We shall see, however, that event-match- 
ing is also consistent with a number of other rules of behavior that 
seem more plausible on their face; hence we need not take the present 
explanation too seriously—at least I am not inclined to do so. 


V. The Formation of Expectations 


While the future cannot enter into the determination of the present, 
expectations about the future can and do. In trying to gain an under- 
standing of the saving, spending, and investment behavior of both con- 
sumers and firms, and to make short-term predictions of this behavior 
for purposes of policy-making, economists have done substantial em- 
pirical work as well as theorizing on the formation of expectations. 


Empirical Studies 

A considerable body of data has been accumulated on consumers’ 
plans and expectations from the Survey of Consumer Finances, con- 
ducted for the Board of Governors of the Federal Reserve System by 
the Survey Research Center of the University of Michigan [39, Ch. 5]. 
These data, and similar data obtained by others, begin to give us some 
information on the expectations of consumers about their own incomes, 
and the predictive value of their expenditure plans for their actual sub- 
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sequent behavior. Some large-scale attempts have been made, notably 
by Modigliani and Brumberg [48, pp. 388-436] and, a little later, by 
Friedman [28] to relate these empirical findings to classical utility 
theory. The current empirical research on businessmen’s expectations 
is of two main kinds: 

1. Surveys of businessmen’s own forecasts of business and business 
conditions in the economy and in their own industries [24, pp. 165-88] 
(29, pp. 189-98]. These are obtained by straightforward questionnaire 
methods that assume, implicitly, that businessmen can and do make 
such forecasts. In some uses to which the data are put, it is also as- 
sumed that the forecasts are used as one basis for businessmen’s actions. 

2. Studies of business decisions and the role of expectations in these 
decisions—particularly investment and pricing decisions. We have al- 
ready referred to studies of business decisions in our discussion of the 
goals of the firm.” 


Expectations and Probability 


The classical way to incorporate expectations into economic theory 
is to assume that the decision-maker estimates the joint probability 
distribution of future events.” He can then act so as to maximize the 
expected value of utility or profit, as the case may be. However satisfy- 
ing this approach may be conceptually, it poses awkward problems 
when we ask how the decision-maker actually estimates the parameters 
of the joint probability distribution. Common sense tells us that people 
don’t make such estimates, nor can we find evidence that they do by 
examining actual business forecasting methods. The surveys of busi- 
nessmen’s expectations have never attempted to secure such estimates, 
but have contented themselves with asking for point predictions— 
which, at best, might be interpreted as predictions of the means of the 
distributions. 

It has been shown that under certain special circumstances the mean 
of the probability distribution is the only parameter that is relevant 
for decision—that even if the variance and higher moments were known 
to the rational decision-maker, he would have no use for them.” In 
these cases, the arithmetic mean is actually a certainty equivalent, the 
optimal decision turns out to be the same as if the future were known 
with certainty. But the situations where the mean is a certainty equival- 


™* See the references cited [12, p. 160]. 

* A general survey of approaches to decision-making under uncertainty will be found 
in [2] and in [43, Ch. 13]. 

*The specia! case in which mean expectations constitute a certainty equivalent is 
treated in [62]. An alternative derivation, and fuller discussion is given by Theil [67, 
Ch. 8, sect. 6]. : 
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ent are, as we have said, very special ones, and there is no indication 
that businessmen ever ask whether the necessary conditions for this 
equivalence are actually met in practice. They somehow make forecasts 
in the form of point predictions and act upon them in one way or 
another. 

The “somehow” poses questions that are important for business 
cycle theory, and perhaps for other problems in economics. The way in 
which expectations are formed may affect the dynamic stability of the 
economy, and the extent to which cycles will be amplified or damped. 
Some light, both empirical and theoretical, has recently been cast on 
these questions. On the empirical side, attempts have been made: (a) to 
compare businessmen’s forecasts with various “naive” models that as- 
sume the future will be some simple function of the recent past, and 
(b) to use such naive models themselves as forecasting devices. 

The simplest naive model is one that assumes the next period will 


be exactly like the present. Another assumes that the change from pres- 


ent to next period will equal the change from last period to present; a 
third, somewhat more general, assumes that the next period will be a 
weighted average of recent past periods. The term “naive model” has 
been applied loosely to various forecasting formulae of these general 
kinds. There is some affirmative evidence that business forecasts fit 
such models. There is also evidence that elaboration of the models 
beyond the first few steps of refinement does not much improve pre- 
diction; see, for example, [20]. Arrow and his colleagues [4] have 
explored some of the conditions under which forecasting formulae will, 
and will not, introduce dynamic instability into an economic system 
that is otherwise stable. They have shown, for example, that if a system 
of multiple markets is stable under static expectations, it is stable when 
expectations are based on a moving average of past values. 

The work on the formation of expectations represents a significant 
extension of classical theory. For, instead of taking the environment as 
a “given,” known to the economic decision-maker, it incorporates in the 
theory the processes of acquiring knowledge about that environment. 
In doing so, it forces us to include in our model of economic man some 
of his Properties as a learning, estimating, searching, information- 
processing organism [65]. 


The Cost of Information 


There is one way in which the formation of expectations might be 
reincorporated in the body of economic theory: by treating informa- 
tion-gathering as one of the processes of production, so to speak, and 
applying to it the usual rules of marginal analysis. Information, says 
price theory, should be gathered up to the point where the incremental 
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cost of additional information is equal to the incremental profit that can 
be earned by having it. Such an approach can lead to propositions about 
optimal amounts of information-gathering activity and about the rela- 
tive merits of alternative information-gathering and estimating 
schemes.” 

This line of investigation has, in fact, been followed in statistical 
decision theory. In sampling theory we are concerned with the optimal 
size of sample (and in the special and ingenious case of sequential 
sampling theory, with knowing when to stop sampling), and we wish 
to evaluate the efficiencies of alternative sampling procedures. The 
latter problem is the simpler, since it is possible to compare the relative 
costs of alternative schemes that have the same sampling error, and 
hence to avoid estimating the value of the information. However, 
some progress has been made also toward estimating the value of im- 
proved forecast accuracy in situations where the forecasts are to be 
used in applying formal decision rules to choice situations.” 

The theory of teams developed by Marschak and Radner is con- 
cerned with the same problem (see, e.g., [46]) It considers situations 
involving decentralized and interdependent decision-making by two or 
more persons who share a common goal and who, at a cost, can trans- 
mit information to each other about their own actions or about the parts 
of the environment with which they are in contact. The problem then 
is to discover the optimal communication strategy under specified as- 
sumptions about communication costs and payoffs. 

The cost of communication in the theory of teams, like the cost of 
observations in sampling theory, is a parameter that characterizes the 
economic actor, or the relation of the actor to his environment. Hence, 
while these theories retain, in one sense, a classical picture of economic 
man as a maximizer, they clearly require considerable information 
about the characteristics of the actor, and not merely about his environ- 
ment. They take a long stride toward bridging the gap between the 
traditional concerns of economics and the concerns of psychology. 


Expections in the Binary Choice Experiment 


I should like to return again to the binary choice experiment, to see 
what light it casts on the formation of expectations. If the subject is 
told by the experimenter that the rewards are assigned at random, if he 


™ Fundamental and applied research are examples of economically significant information- 
gathering activities. Griliches [34] has recently made an attempt to estimate the economic 
return from research on hybrid corn. 

* Modern treatments of sampling theory, like Cochran [17] are based on the idea of 
minimizing the cost of obtaining a fixed amount of information. 

*For the theory and an application to macroeconomics, see Theil [67, Ch. 8, sects. 
5 and 6]. 
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is told what the odds are for each alternative, and if he believes the ex- 
perimenter, the situation poses no forecasting problem. We have seen, 
however, that the behavior of most subjects is not consistent with these 
assumptions. 

How would sequential sampling theory handle the problem? Each 
choice the subject makes now has two consequences: the immediate 
reward he obtains from it, and the increment of information it provides 
for predicting the future rewards. If he thinks only of the latter con- . 
sequences, he is faced with the classical problem of induction: to esti- 
mate the probability that an event will occur in the future on the basis 
of its frequency of occurrence in the past. Almost any rule of induction 
would require a rational (maximizing) subject to behave in the follow- 
ing general manner: to sample the two alternatives in some proportion 
to estimate the probability of reward associated with each; after the 
error of estimate had been reduced below some bound, always to choose 
the alternative with the higher probability of reward. Unfortunately, 
this does not appear to be what most subjects do. 

If we give up the idea of maximization, we can make the weaker as- 
sumption that the subject is adaptive—or learns—but not necessarily 
in any optimal fashion. What do we mean by adaptation or learning? 
We mean, gradually and on the basis of experience responding more 
frequently with the choice that, in the past, has been most frequently 
rewarded. There is a whole host of rules of behavior possessing this 
characteristic. Postulate, for example, that at each trial the subject has 
a certain probability of responding “plus,” and the complementary 
probability of responding “minus.” Postulate further that when he 
makes a particular response the probability of making the same re- 
sponse on the next trial is increased if the response is rewarded and 
decreased if the response is not rewarded. The amount of increment 
in the response probability is a parameter characterizing the learning 
rate of the particular subject. Almost all schemes of this kind produce 
asymptotic behaviors, as the number of trials increases, that are ap- 
proximately event-matching in character. 

Stochastic learning models, as the processes just described are usu- 
ally called, were introduced into psychology in the early 1950’s by 
W. K. Estes and Bush and Mosteller [15] and have been investigated 
extensively since that time. The models fit some of the gross features 
of the observed behaviors—most strikingly the asymptotic probabili- 
ties—but do not explain very satisfactorily the fine structure of the 
observations. 

Observation of subjects in the binary choice experiment reveals that 
usually they not only refuse to believe that (or even to act as if) the 
reward series were random, but in fact persist over many trials in 
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searching for systematic patterns in the series. To account for such be- * 


havior, we might again postulate a learning model, but in this case a 
model in which the subject does not react probabilistically to his en- 
vironment, but forms and tests definite hypotheses about systematic 
patterns in it. Man, in this view, is not only a learning animal; he is a 
pattern-finding and concept-forming animal. Julian Feldman [25] has 
constructed theories of this kind to explain the behavior of subjects in 
the binary choice experiment, and while the tests of the theories are 
not yet completed, his findings look exceedingly promising. 

-As we move from maximizing theories, through simple stochastic 
learning theories, to theories involving pattern recognition our model 
of the expectation-forming processes and the organism that performs 
it increases in complexity. If we follow this route, we reach a point 
where a theory of behavior requires a rather elaborate and detailed 
picture of the rational actor’s cognitive processes. 


VI. Human Cognition and Economics 


All the developments we have examined in the preceding four sec- 
tions have a common theme: they all involve important modifications 


in the concept of economic man and, for the reasons we have stated, | 
= cations in the direction of providing a fuller description of his 


istics. |The classical theory is a theory of a man choosing: 
among fixed and known alternatives, to each of which is attached known 
consequences. But when perception and cognition intervene between 
the decision-maker and his objective environment, this model no longer 
proves adequate. We need a description of the choice process that recog- 
nizes that alternatives are not given but must be sought; and a descrip- 
tion that takes into account the arduous task of determining what 
consequences will follow on each alternative [63, Ch. 5] [64, Part 4] 
[14]. 

The decision-maker’s information about his environment is much less 
than an approximation to the real environment. The term “approxima- 
tion” implies that the subjective world of the decision-maker resembles 
the external environment closely, but lacks, perhaps, some fineness of 
detail. In actual fact the perceived world is fantastically different from 
the “real”? world. The differences involve both omissions and distor- 
tions, and arise in both perception and inference. The sins of omis- 
sion in perception are more important than the sins of commission. The 
decision-maker’s model of the world encompasses only a minute frac- 
tion of all the relevant characteristics of the real environment, and his 
inferences extract only a minute fraction of all the information that is 
present even in his model. 

Perception is sometimes referred to as a “filter.” This term is as 
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misleading as “approximation,” and for the same reason: it implies that 

what comes through into the central nervous system is really quite a bit 

like what is “out there.” In fact, the filtering is not merely a passive \ “ vey 
selection of some part of a presented whole, but an active process in- } (4 ~* 
volving attention to a very small part of the whole and exclusion, fro: e 

the outset, of almost all that is not within the scope of attention. 

Every human organism lives in an environment that generates mil- 
lions of bits of new information each second, but the bottleneck of the 
perceptual apparatus certainly does not admit more than 1,000 bits 
per second, and probably much less. Equally significant omissions occur 
in the processing that takes place when information reaches the brain. 
As every mathematician knows, it is one thing to have a set of differ- 
ential equations, and another thing to have their solutions. Yet the solu- 
tions are logically implied by the equations—they are “all there,” if 
we only knew how to get to them! By the same token, there are hosts 
of inferences that might be drawn from the information stored in the 
brain that are not in fact drawn. The consequences implied by informa- 
tion in the memory become known only through active information- 
processing, and hence through active selection of particular problem- 
solving paths from the myriad that might have been followed. 

In this section we shall examine some theories of decision-making 
that take the limitations of the decision-maker and the complexity of 
the environment as central concerns. These theories incorporate some 
mechanisms we have already discussed—for example, aspiration levels 
and forecasting processes—but go beyond them in providing a detailed 
picture of the choice process. 

A real-life decision involves some goals or values, some facts about 
the environment, and some inferences drawn from the values and facts. 
The goals and values may be simple or complex, consistent or contra- 
dictory; the facts may be real or supposed, based on observation or the 
reports of others; the inferences may be valid or spurious. The whole 
process may be viewed, metaphorically, as a process of “reasoning,” 
where the values and facts serve as premises, and the decision that is 
finally reached is inferred from these premises [63]. The resemblance 
of decision-making to logical reasoning is only metaphorical, because 
there are quite different rules in the two cases to determine what con- 
stitute “valid” premises and admissible modes of inference. The meta- 
phor is useful because it leads us to take the individual decision premise 
as the unit of description, hence to deal with the whole interwoven 
fabric of influences that bear on a single decision—but without being 
bound by the assumptions of rationality that limit the classical theory 
of choice. 
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Rational Behavior and Role Theory 
We can find common ground to relate the economist’s theory of de- 


cision-making with that of the social psychologist. The latter is par- : 
ticularly interested, of course, in social influences on choice, which. 
determine the role of the actor. In our present terms, a role is a social 


prescription of some, but not all, of the premises that enter into an 
individual’s choices of behavior. Any particular concrete behavior is 
the resultant of a large number of premises, only some of which are 
prescribed by the role. In addition to role premises there will be pre- 
mises about the state of the environment based directly on perception, 
premises representing beliefs and knowledge, and idiosyncratic premises 
that characterize the personality. Within this framework we can ac- 
commodate both the rational elements in choice, so much emphasized by 
economics, and the nonrational elements to which psychologists and 
sociologists often prefer to call attention. 


Decision Premises and Computer Programs 


The analysis of choice in terms of decision premises gives us a con- 
ceptual framework for describing and explaining the process of de- 
ciding. But so complex is the process that our explanations of it would 
have remained schematic and hypothetical for a long time to come had 
not the modern digital computer appeared on the scene. The notion of 
decision premise can be translated into computer terminology, and 
when this translation has been accomplished, the digital computer 
provides us with an instrument for simulating human decision processes 
—even very complex ones—and hence for testing empirically our ex- 
planations of those processes [53]. 

A fanciful (but only slightly fanciful) example will illustrate how 
this might be done. Some actual examples will be cited presently. Sup- 
pose we were to construct a robot incorporating a modern digital com- 
puter, and to program (i.e., to instruct) the robot to take the role of a 
business executive in a specified company. What would the program 
look like? Since no one has yet done this, we cannot say with cer- 
tainty, but several points are fairly clear. The program would not con- 
sist of a list of prescribed and proscribed behaviors, since what an 
executive does is highly contingent on information about a wide variety 
of circumstances. Instead, the program would consist of a large number 
of criteria to be applied to possible and proposed courses of action, of 
routines for generating possible courses of action, of computational 
procedures for assessing the state of the environment and its implica- 
tions for action, and the like. Hence, the program—in fact, a role pre- 
scription—would interact with information to produce concrete be- 
havior adapted to the situation. The elements of such a program take 
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the form of what we have called decision premises, and what the com- 
puter specialists would call instructions. 

The promise of constructing actual detailed descriptions of concrete 
roles and decision processes is no longer, with the computer, a mere 
prospectus to be realized at some undefined future date. We can already 
provide actual examples, some of them in the area of economics. 

1. Management Science. In the paragraphs on normative applica- 
tions in Section II, we have already referred to the use of such mathe- 
matical techniques as linear programming and dynamic programming 
to construct formal decision processes for actual situations. The rele- 
vance of these decision models to the present discussion is that they are 
not merely abstract “theories” of the firm, but actual decision-making 
devices. We can think of any such device as a simulation of the corre- 
sponding human decision-maker, in which the equations and other 
assumptions that enter into the formal decision-making procedure 
correspond to the decision premises—including the role prescription— 
of the decision-maker. 

The actual application of such models to concrete business situations 
brings to light the information-processing tasks that are concealed in 
the assumptions of the more abstract classical models [65, pp. 51-52]: 

(1) The models must be formulated so as to require for their applica- 
tion only data that are obtainable. If one of the penalties, for example, 
of holding too small inventories is the loss of sales, a decision model 
that proposes to determine optimal inventory levels must incorporate 
a procedure for putting a dollar value on this loss. 

(2) The models must call only for practicable computations. For ex- 
ample, several proposals for applying linear programming to certain 
factory scheduling problems have been shown to be impracticable be- 
cause, even with computers, the computation time is too great. The task 
of decision theory (whether normative or descriptive) is to find alterna- 
tive techniques—probably only approximate—that demand much less 
computation. 

(3) The models must not demand unobtainable forecast information. 
A procedure that would require a sales department to estimate the 
third moment of next month’s sales distribution would not have wide 
application, as either description or prescription, to business decision- 
making. 

These models, then, provide us with concrete examples of roles for a 
decision-maker described in terms of the premises he is expected to 
apply to the decision—the data and the rules of computation. 

2. Engineering Design. Computers have been used for some years to 
carry out some of the analytic computations required in engineering 
design—computing the stresses, for example, in a proposed bridge 
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design. Within the past two years, ways have been found to program 
computers to carry out synthesis as well as analysis—to evolve the 
design itself.°° A number of companies in the electrical industry now 
use computers to design electric motors, transformers, and generators, 
going from customer specifications to factory design without human 
intervention. The significance of this for our purpose here is that the 
synthesis programs appear to simulate rather closely the processes that 
had previously been used by college-trained engineers in the same 
design work. It has proved possible to write down the engineers’ de- 
cision premises and inference processes in sufficient detail to produce 
workable computer programs. 

3. Human Problem Solving. The management science and engineer- 
ing design programs already provide examples of simulation of human 
decision-making by computer. It may be thought that, since in both 
instances the processes are highly arithmetical, these examples are 
relevant to only a very narrow range of human problem-solving activity. 
We generally think of a digital computer as a device which, if instructed 
in painful detail by its operator, can be induced to perform rather 
complicated and tedious arithmetical operations. More recent develop- 
ments require us to revise these conceptions of the computer, for they 
enable it to carry out tasks that, if performed by humans, we would 
certainly call “thinking” and “learning.” 

Discovering the proof of a theorem of Euclid—a task we all remem- 
ber from our high school geometry course—requires thinking and 
usually insight and imagination. A computer is now being programmed 
to perform this task (in a manner closely simulating the human 
geometer), and another computer has been successfully performing a 
highly similar task in symbolic logic for the past two years.** The latter 
computer is programmed to learn—that is to improve its performance 
on the basis of successful problem-solving experience—to use some- 
thing akin to imagery or metaphor in planning its proofs, and to trans- 
fer some of its skills to other tasks—for example, solving trigonometric 
identities—involving completely distinct subject matter. These pro- 
grams, it should be observed, do not involve the computer in rapid 
arithmetic—or any arithmetic for that matter. They are basically non- 
numerical, involving the manipulation of all kinds of symbolic material, 
including words. 

Still other computer programs have been written to enable a com- 
puter to play chess.** Not all of these programs, or those previously 


*A nontechnical description of such a program will be found in [33]. 

™The program for proving theorems in logic is discussed in [51] and [52], Gelernter 
and Rochester’s geometry program in [31]. 
* A survey of computer chess programs can be found in [54]. 
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mentioned, are close simulations of the processes humans use. How- 
ever, in some direct attempts to investigate the human processes by 
thinking-aloud techniques and to reproduce in computer programs the 
processes observed in human subjects, several striking simulations have 
been achieved.** These experiments have been described elsewhere and 
can’t be reviewed here in detail. 

4. Business Games. Business games, like those developed by the 
American Management Association, International Business Machines 
Corporation, and several universities, represent a parallel develop- 
ment.** In the business game, the decisions of the business firms are 
still made by the human players, but the economic environment of 
these firms, including their markets, are represented by computer pro- 
grams that calculate the environment’s responses to the actions of the 
players. As the games develop in detail and realism, their programs will 
represent more and more concrete descriptions of the decision processes 
of various economic actors—for example, consumers. 

The games that have been developed so far are restricted to numeri- 
cal magnitudes like prices and quantities of goods, and hence resemble 
the management science and engineering design programs more closely 
than they do those we have described under the heading of human prob- 
lem solving. There is no reason, however, to expect this restriction to 
remain very long. 


Implications for Economics 


Apart from normative applications (e.g., substituting computers for 
humans in certain decision-making tasks) we are not interested so 
much in the detailed descriptions of roles as in broader questions: 
(1) What general characteristics do the roles of economic actors have? 
(2) How do roles come to be structured in the particular ways they do? 
(3) What bearing does this version of role theory have for macro- 
economics and other large-scale social phenomena? 

Characterizing Role Structure. Here we are concerned with general- 
izations about thought processes, particularly those generalizations that 
are relatively independent of the substantive content of the role. A 
classical example is Dewey’s description of stages in the problem- 
solving process. Another example, of particular interest to economics, is 
the hypothesis we have already discussed at length: that economic man 
is a satisficing animal whose problem solving is based on search activity 
to meet certain aspiration levels rather than a maximizing animal whose 
problem solving involves finding the best alternatives in terms of speci- 
fied criteria [64]. A third hypothesis is that operative goals (those 


* Much of this work is still unpublished, but see [53] and [54]. 
™ Two business games are described by Andlinger [1]. 
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associated with an observable criterion of success, and relatively def- 
inite means of attainment) play a much larger part in governing choice © 
than nonoperative goals (those lacking a concrete measure of success | 


or a program for attainment) [45, p. 156]. 
Understanding How Roles Emerge. Within almost any single busi- 
ness firm, certain characteristic types of roles will be represented: sell- | 
ing roles, production roles, accounting roles, and so on [22]. Partly, __ t! 


this consistency may be explained in functional terms—that a model el 
that views the firm as producing a product, selling it, and accounting a 
for its assets and liabilities is an effective simplification of the real re 
world, and provides the members of the organization with a workable o 
frame of reference. Imitation within the culture provides-an alterna- _ © 
tive explanation. It is exceedingly difficult to test hypotheses as tothe 
origins and causal conditions for roles as universal in the society as tc 

these, but the underlying mechanisms could probably be explored 
effectively by the study of less common roles—safety director, quality § P 
control inspector, or the like—that are to be found in some firms, but 0 
not in all. ; ef 
With our present definition of role, we can also speak meaningfully of | 4 
the role of an entire business firm—of decision premises that underlie 0 
its basic policies. In a particular industry we find some firms that spe- e 
cialize in adapting the product to individual customer’s specifications; u 
others that specialize in product innovation. The common interest of u 
economics and psychology includes not only the study of individual 1 
roles, but also the explanation of organizational roles of these sorts. a 
Tracing the Implications for Macroeconomics. If basic professional si 
goals remain as tuey are, the interest of the psychologist and the econo- a 
mist in role theory will stem from somewhat different ultimate aims. Pp 


The former will use various economic and organizational phenomena as 
data for the study of the structure and determinants of roles; the latter 


will be primarily interested in the implications of role theory for the a 
model of economic man, and indirectly, for macroeconomics. t 

The first applications will be to those topics in economics where the S 
assumption of static equilibrium is least tenable. Innovation, techno- a 
logical change, and economic development are examples of areas to fi 
which a good empirically tested theory of the processes of human P 
adaptation and problem solving could make a major contribution. For c 
instance, we know very little at present about how the rate of innova- P 
ion depends on the amounts of resources allocated to various kinds ¢ 
of research and development activity [34]. Nor do we understand si 
very well the nature of “know how,” the costs of transferring tech- cl 


nology from one firm or economy to another, or the effects of various 
kinds and amounts of education upon national product. These are diffi- 
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cult questions to answer from aggregative data and gross observation, 
with the result that our views have been formed more by arm-chair 
theorizing than by testing hypotheses with solid facts. 


VII. Conclusion 


In exploring the areas in which economics has common interests with 
the other behavioral sciences, we have been guided by the metaphor we 
elaborated in Section I. In simple, slow-moving situations, where the 
actor has a single, operational goal, the assumption of maximization 
relieves us of any need to construct a detailed picture of economic man 
or his processes of adaptation. As the complexity of the environment 
increases, or its speed of change, we need to know more and more about 
the mechanisms and processes that economic man uses to relate himself 
to that environment and achieve his goals. 

How closely we wish to interweave economics with psychology de- 
pends, then, both on the range of questions we wish to answer and on 
our assessment of how far we may trust the assumptions of static 
equilibrium as approximations. In considerable part, the demand for 
a fuller picture of economic man has been coming from the profession 
of economics itself, as new areas of theory and application have 
emerged in which complexity and change are central facts. The revived 
interest in the theory of utility, and its application to choice under 
uncertainty, and to consumer saving and spending is one such area. 
The needs of normative macroeconomics and management science for 
a fuller theory of the firm have led to a number of attempts to under- 
stand the actual processes of making business decisions. In both these 
areas, notions of adaptive and satisficing behavior, drawn largely from 
psychology, are challenging sharply the classical picture of the maxi- 
mizing entrepreneur. 

The area of imperfect competiiion and oligopoly has been equally 
active, although the activity has thus far perhaps raised more problems 
than it has solved. On the positive side, it has revealed a community 
of interest among a variety of social scientists concerned with bargain- 
ing as a part of political and economic processes. Prediction of the 
future is another element common to many decision processes, and 
particularly important to explaining business cycle phenomena. Psy- 
chologists and economists have been applying a wide variety of ap- 
proaches, empirical and theoretical, to the study of the formation of 
expectations. Surveys of consumer and business behavior, theories of 
statistical induction, stochastic learning theories, and theories of con- 
cept formation have all been converging on this problem area. 

The very complexity that has made a theory of the decision-making 
process essential has made its construction exceedingly difficult. Most 
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approaches have been piecemeal—now focused on the criteria of choice, F§ 44 
now on conflict of interest, now on the formation of expectations. It 
seemed almost utopian to suppose that we could put together a model 15. 
Fn: adaptive man that would compare in completeness with the simple 
model of classical economic man. The sketchiness and incompleteness 16 
of the newer proposals has been urged as a compelling reason for cling- 
ing to the older theories, however inadequate they are admitted to be. 17. 
The modern digital computer has changed the situation radically. It i 18 
provides us with a tool of research—for formulating and testing © 
theories—whose power is commensurate with the complexity of the 
phenomena we seek to understand. Although the use of computers to 
build theories of human behavior is very recent, it has already led to 20. 
concrete results in the simulation of higher mental processes. As eco- ' 
nomics finds it more and more necessary to understand and explain 21. 
disequilibrium as well as equilibrium, it will find an increasing use for 
this new tool and for communication with its sister sciences of psy- 22 
cology and sociology. 
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INDIA AND CHINA: CONTRASTS IN DEVELOPMENT 
PERFORMANCE 


By WitrreD MALENBAUM* 


A decade has passed since the problems of economic growth in the 
poorer nations became a major foreign policy concern of the wealthy 
and powerful nations of the world. In the underdeveloped lands, the 
ten years reveal extensive planning activity as well as unprecedented 
inflows of technical and capital assistance on government account. Also 
during this period the imagination and efforts of many economists and 
other social scientists all over the world have turned to the task of un- 
covering the secret to the critical transition—the process by which 
stagnation may become growth, or progress at a slow rate may be ac- 
celerated. Yet very few countries have succeeded in making this transi- 
tion during the decade. In Asia, where live a large part of the world’s 
population and an even larger part of its poor people, India and main- 
land China alone offer some prospect of such achievement in the near 
future. 

The relative progress in the development of these two countries is of 
great significance. There were strong parallels in their preplan struc- 
ture and strong contrasts between China’s totalitarian and India’s 
democratic programs [18, pp. 1-24]. Their performance relative to 
one another may influence the programs adopted by other, now less ad- 
vanced, countries. It will certainly bear upon Soviet and United States 
foreign policies. Furthermore, the record of the course of development 
in these two lands provides a unique opportunity for examining the 
process of development as such. What are the essential economic in- 
gredients? Can they be used with equal effectiveness in democratic and 
communist societies? 


I. Comparative Performance 


India is now in the last half of its second five year plan. China 
initiated its second plan on January 1, 1958. Records can actually be 


* The author is visiting professor of economics at the Massachusetts Institute of Tech- 
nology. He serves also as Director, India Project at M.I.T.’s Center for International 
Studies. His appreciation is extended to staff members of the Center for many helpful 
comments on earlier drafts. Particular acknowledgement is due Professor Jan Drewnowski 
of the Central School of Planning, Warsaw, a guest of the Center in 1958/59, for his re- 
vealing insights into problems of measuring investment in a communist economy in op- 
eration. 
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compared over the nine-year period ending in early 1959. Of course, 
records ae available “more or less.” India has continued to publish 
extensively on its economy and its problems. Since mid-1955, there has 
been a great expansion in the information available for mainland China 
in official communist publications and in an expanding flow of press 
and visiting mission reports. 

In some major respects, comparison of the development record is 
hampered more by lack of data from “open” India than from “closed” 
China. It is more difficult to estimate national savings or investment 
when a private sector plays an important role in these basic economic 
activities than when they are more nearly the prerogative of govern- 
ment. Furthermore, officialdom in India has not yet adapted its sta- 
tistical services to the requirements of a national development pro- 
gram. Thus, even the official record of the first five year plan does not 
present investment data for each of the years 1951-1956, There is no 
explanation as to how the rough figures for total investment over the 
five years were obtained, nor any indication of their sectoral allocation. 
It is not clear just how such basic magnitudes as total investment in 
sectors of the economy play their role in planning or in postauditing 
the plans. In contrast the Chinese, less encumbered, it is true, with the 
traditional statistics of normal times, focus pointedly on “accumula- 
tion,” or on “capital constructions.” They leave no doubt that these 
are key magnitudes for their own needs, in planning and in actual 
development operations. In these circumstances, nonofficial and even 
personal estimates play a significant role in the Indian data, as well as 
in the Chinese. On the other hand, it is possible to discuss such esti- 
mates with Indian officials, to study basic underlying data, and to ob- 
serve. For China, much of the data, even official data, must remain 
simply numbers to most students. The data can be “tested” only 
through checks of internal consistency, or logical relationship to some 
past figures. 


A. Gross National Product and Gross Investment 


The aggregate figures used in the present analysis are given in 
Table 1. 

1. Relative rates of change. India achieved an annual rate of growth 
of real income of almost 3.5 per cent in the period from April 1, 1950 
through March 31, 1959. Over essentially the same period, the Chinese 
growth rate was at least three times as great. China recorded impres- 
sive gains in the preplan years when expanding meant primarily re- 
activating and rebuilding; large increases in output were the results 
of greater use of existing plant rather than of new investment. It was 
not until 1952/53 that China regained past levels of aggregate real 
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COMPARATIVE PERFORMANCE ¥ 1950-1958 . 
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TABLE 1—Gross NATIONAL Propuct AND Gross INVESTMENT 
(At Constant Market Prices) 


A. India 
Gross National Product Gross Investment 
Ratios Ratios Per Cent 
1950 101 93.4 9.4 88.7 9.3 
1951 103.7 95.9 9.9 93.4 9.5 
1952 108.1 100 10.6 100 9.8 
1953 114.4 105.8 11.1 104.7 9.7 
1954 117.8 109 13.4 126.4 11.4 
1955 120.1 111.1 14.5 136.8 12.1 
1956 126.1 116.7 16.7 157.5 13.2 
1957> 126.8 117.3 17.2 162.3 13.6 
1958¢ 130 120.3 17.5 165.1 13.5 
B. China 
Gross National Product Gross Investment 
(1952 Prices) | (1952=100) | (1952 Prices) | (1952=100) | of GNP 
1950 55.02 81.1 5.31 52.6 9.7 
1951 62.85 92.6 7.39 73.2 11.8 
1952 67 .86 100 10.09 100 14.9 
1953 77.16 113.6 12.94 128.2 16.8 
1954 81.92 120.7 15.65 155.1 19.1 
1955 85.41 125.9 15.38 152.4 18 
1956 97.21 143.2 18.62 184.5 19.2 
1957 102.42 150.9 24.47 242.5 23.9 
1958 117.50 173.2 25.85 256.2 22 


* For India, accounting year begins April 1; for China, January 1. 

» Estimates constructed from preliminary official component data. 

© Orders of magnitude based upon general reports from the two countries. For China, 
the 1958 figures are conservative; it now appears certain that later estimates will be 
higher—by amounts which cannot yet be indicated. 


Sources and Nature of Estimates: 
1. All data for India are my personal estimates based upon official materials available 
through 1956/57 and to a lesser extent for 1957/58 and 1958/59. The government of India 
(GOI) does prepare estimates of national income both at factor cost and market price 
level; these are published in an annual “white paper” in March [6]. Government has not 
yet released official annual estimates of capital formation. Where the GOI does make use 
of investment figures these are given on a net basis (generally for groups of years to- 
gether), for monetized investment only, and exclusive of changes in stocks [13, pp. 9-10], 
[14, pp. 8-11]. Finally, GOI estimates in constant prices are based on the year 1948/49. 
Where a large proportion of national product is generated without benefit of financial 
transactions, as is true for much of agriculture and rural activity in India (and China) 
nonmonetized investment is of great importance. Indeed, in the very nature of the rural 
economies, it becomes difficult if not impossible to categorize any meaningful component 
(Continued on page 288) 
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Footnote to Table 1—Continued 


of private and sometimes, even public rural investment as the monetized component. Simi- 
larly, the accounting devices available when most output is produced by entrepreneurs 
who are generally illiterate raise doubts about the depreciation adjustment for the pri- 
vate sector, especially in small enterprise. Moreover, “replacement” for depreciated capital 
takes on a net aspect where the new equipment is modern and the existing machinery 
long outdated—the frequent situation in these economies. Official data provide estimates 
for depreciation on government account only. However, the GOI has released “unofficial” 
estimates on a gross basis and inclusive of transactions made on a barter basis [8, pp. 
154-59]. These data and subsequent materials from the same source were used in de- 
riving the estimates for Table 1. 

Preliminary unofficial estimates for changes in working stock suggest that these ex- 
panded by only 1.4 billion rupees over the first plan. The year-to-year pattern of changes 
indicates wide annual variations rather than any persistent movement. In view of the 
partial nature of these data, they could not be incorporated into Table 1. Finally, all data 
available only in current prices, or in constant 1948/49 prices, were shifted to a 1952/53 
price basis by the use of official series, with separate price indexes applied for the con- 
sumption and investment components of the gross product. (Thus the data of Table 1 
do not reflect the post-1952 tendency for the unit costs of investment to increase relative 
to other costs.) 

All these adjustments serve to raise the general level of both the national product and 
investment series for India in the table above those usually presented; year-to-year fluc- 
tuations are less affected, especially for the national product series. 

2. Data, 1950-57, are from W. W. Hollister [5, pp. 132-33]. These were constructed 
from budget and retail sales data, and augmented by direct estimates for farm consump- 
tion, private investment, various consumer services, and inventory changes [5, pp. xxii-iv]. 
Except for the inclusion of changes in working stocks, the data are analytically identical 
with those presented for India. I have added the 1958 figures. They reflect about as large 
an increase in real product as any actually achieved in the period since 1950. The invest- 
ment ratio for 1958 (22 per cent) has some basis in official source materials. (Actual de- 
velopments of 1958 assure that gross real product will be appreciably above that in the 
table.) 

The gross national product figures of Table 1 are generally higher than those derived 
directly from official Chinese sources; also they increase at a somewhat slower rate than 
do the more official estimates. On the other hand, Table 1 estimates for gross investment 
tend to be below official estimates. (The most convenient source for the official data is 
in the translations prepared by the American Consulate in Hong Kong. A recent survey 
[26] gives basic data for national income, and its separation into consumption and in- 
vestment. These are reported in current prices.) 

Official estimates of output are formulated with a Marxist concept of value: they ex- 
clude certain transport and service earnings which are included in Western (and Indian) 
national income figures—and in the Hollister data. The differences in the rate of increase 
in the two series can be attributed at least in part to important underestimates in official 
output figures in agriculture, 1950-53, thus exaggerating the upward trend in total out- 
put over the plan years [5, pp. 17-23]. 

With respect to investment, the present estimates have been built up by major sectors, 
on the basis of all the Chinese material available. For 1953-57 these components and their 
total are consistent with the complete account of investment expenditures presented by 
the Chinese in their 1956 publication on the first five year plan [1, pp. 27-37]. This gov- 
ernmental source gives 89.2 billion yuan as the five-year total, on both public and private 
account, for various kinds of investment and for depreciation as well as for expenditures 
for the “maintenance of schools” and for “operating expenses of urban public utilities”— 
items appropriately considered current rather than capital outlays. Nonetheless, this com- 
prehensive total is below the five-year total (92 billion yuan) of the official investment 
figures—and these are presented as net investment in fixed and working capital. The offi- 
(Continued at bottom of page 289) 
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product. In India, on the other hand, the expansion has meant new 
levels of output more or less since 1950, In addition to comparisons 
over the entire period therefore, it is appropriate to contrast rates of 
growth for the respective first-plan periods, from 1951 in India and 
1953 in China,-Table 1 shows a 19 per cent growth in India’s gross 
product during-1951-56, the first-plan period, in contrast to China’s 
51 per cent for 1953-57. There has been a higher annual rate of popu- 
lation growth in China than in India—perhaps 2 to 2.2 per cent as 
against India’s 1.4 to 1.7 per cent in these years; increases in per capita 
gross income show a somewhat narrower margin for China over India 
than do increases in total income. 

Gross investment ratios were close to the same level in 1950; there- 
after they increased about three times as fast in China. Moreover, 
given the greater expansion in Chinese product, these ratios mean that 
in 1957 and 1958 the real level of gross investment in China was about 
five times what it was in 1950; in India, it was not quite twice the 1950 
level. Can these differences be in any way attributed to differences in 
foreign capital inflows over these years?. Apparently 3.1 per cent of 
China’s gross investment in the years through 1957? (and some 2.1 
per cent during the first plan) were offset by a net import surplus,-The 
comparable figures are 8.2 per cent (and 2.3 per cent) for India. If any- 
thing, therefore, China financed more of its investment program on the 
basis of domestic savings from current income. However, this is quite 
consistent with the fact that China obtained relatively more assistance 
from other countries. The net import surpluses in China were financed 
essentially by loans from other communist countries and especially the 
Soviet Union. In India, on the other hand, a reduction in foreign ex- 

*Data for 1958 were not included in this comparison, which is thus confined to the 


8 years ending in 1957. As indicated in the next paragraph of the text, the preliminary evi- 
dence is that the contrast will be strengthened further when firm 1958 figures are available. 


cial investment series appears to be the result of applying a net investment ratio to esti- 
mates of national income. No sectoral data are given, and the total net investment is 
consistently larger than other investment data—for “economic expenditures” and for 
“capital construction expenditures”—used by the Chinese for budgetary purposes. Com- 
ponents of these latter are given in detail and over time; they include working capital, 
research and development expenditures, and outlays for repair and replacement as well 
as for new capital. Because of the lack of component data in the official series and because 
its totals of met investment are consistently above careful estimates—including some by 
the Chinese themselves—for gross investment, the investment series of Table 1 are con- 
sidered to be more meaningful than those officially presented. 

It should also be noted that, in converting estimates in current prices to a 1952 basis, 
separate price indexes were applied to gross investment. This retains the 1952 price rela- 
tionship of capital to other goods. (There is some tendency in China for the prices of 
other goods to increase relative to capital goods in the years after 1952—the opposite of 
that noted above for India. It was therefore important to eliminate the effect of this 
divergent movement from the original data.) 
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change reserves made possible some 60 per cent of the import surplus, 
with only the residual amount dependent upon foreign grants and loans. 

China seems to have achieved some balance in its foreign accounts. 
For 1957, for example, the international account shows a small export 
surplus such as would be consistent with the need to repay past borrow- 
ings [5, pp. 127-29, 132-33].? India’s foreign-trade deficit was larger 
in 1956/57 and again in 1957/58 than in any other year considered 
here. The need for an import surplus may long continue,-The differing 
experiences on foreign account mean that gross domestic Savings ratios 
have expanded at an even more rapid rate in China, relative to India, 
than is the case for the gross investment series of Table 1. This is also 
borne out by comparing the increase in domestic savings as domestic 
product expands. Over the entire period 1950-58, China allocated at 
least 40 per cent of the expansion in gross output to investment; for 
the first plan period, 1953-57, it was 44 per cent: Over the same two 
time intervals in India, the marginal propensity to save was almost 
20 per cent, although for the first plan itself it was 38.5 per cent.* Even 
in democratic India, the propensity to consume was significantly 
smaller than is usually assumed to be the case in poor agricultural 
countries. 

2. Absolute comparisons. China’s higher rates of domestic savings 
obviously mean that India can allocate to consumption a higher ratio of 
its domestic product. Furthermore, current expenditures by government 
—part of consumption—run at appreciably greater relative levels in 
China than in India: the respective ratios in 1952 were 10 per cent and 
7 per cent. During many of the years 1950-58, not more than 75 per 
cent of national product thus became available for household consump- 
tion in China; in India the percentage has yet to fall as low as 80 per 
cent and is usually about 85 per cent. What are the absolute levels 

7On June 29, 1957, the Chinese Minister of Finance stated “—-we may say that we 
are now in a better position to rely on our own accumulation to carry on national con- 
struction . . .” (quoted by P. C. Mahalanobis [15]). Mahalanobis, director of the Indian 
Statistical Institute and the person responsible for the statistical basis for Indian plan- 
ning, attributed the favorable performance in China to a concentration upon the produc- 
tion of “basic industries (heavy machinery, heavy electricals, machine tools, steel, fer- 
tilizers, trucks, etc.)” to which Russian aid was in considerable measure directed. India’s 
foreign exchange difficulties arise, he argues, from the failure to pursue a similar source. 
But a sufficient interpretation must run in terms of the growth of output and savings. 
Thus, assuming that Russia and Czechoslovakia, for example, were prepared to continue 
to export capital goods, China’s ability to invest might have been at least as great if the 
export surplus of grains had been expanded at the expense of a growth in basic industries. 
Which is better depends upon the relative costs incurred in acquiring the same amount of 
capital goods by the two methods. 

*No inconsistency need exist between this high figure for 1951-56 and the ratios for 
1951-58 and 1953-58. The savings series fluctuates: its peak is in 1955/56. These compu- 
tations are crude approximations to the marginal propensities at best, since they have 
been computed directly from the figures in constant prices. 
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of income to which these very different consumption ratios are applied? 
Can China drain larger shares of national product away from consump- 
tion because the Chinese have higher levels of living than do Indians? 

Some absolute comparison of output in the two countries is possible.* 
India and China have had similar enough economies so that analytical 
problems in making the comparisons are relatively small. On the other 
hand, some of the data needed are not adequately reported, especially 
the prices. The data available permit the following conclusions:° 

a. Per capita agricultural product was about 15 per cent higher in 
China than in India in 1952. This is consistent with a higher differential 
in favor of China for food grains alone, since other foods play a larger 
role in India and since China usually exports and India imports grains. 

b. For the rest of the economy, per capita output was higher in India 
in that year. This conclusion involves some judgment, since data did 
not permit a complete comparison for all or nearly all other goods and 
services. For commercial fuel and power the per capita advantage 
seemed to be with China; in heavy industry, India was ahead by at 
least a 20 per cent margin; comparisons for other items ranged between 
these limits. Quantitatively, nonagricultural product per person might 
have been some 10 per cent higher in India. 

c. Per capita incomes in the two countries in 1952 were essentially 
of the same order of magnitude—about Rs. 260 or 130 yuan. This is 
concluded simply from the preceding two statements. Agricultural in- 
come provided more than half the total product in China in 1952; it 
constituted somewhat less than half in India; Despite very large differ- 
ences in favor of India in the national income estimates generally made, 
it seems more likely that the actual incomes were about the same in 
1952.° 

At this relatively early stage of the development effort in both coun- 
tries, China was investing some 50 per cent more than was India out 
of essentially the same real product.’ After allowing for the different 
levels of government consumption, it appears that the average level of 
household consumption in China was actually 10 per cent to 15 per cent 
below that in India¢As Table 1 suggests, this situation changed rapidly. 
Sometime in 1955 or 1956—despite China’s larger allocations to in- 
vestment and to other governmental uses, and despite its more rapid 


* Gilbert and Kravis,[3], for the techniques to be employed. 

*I am indebted to George Perry and Delmar Underwood, graduate students at Massa- 
chusetts Institute of Technology, for computations upon which these were in part based. 

*Comparisons in which estimates in national currencies were converted directly into 
U. S. dollars at the going rates of exchange place per capita income in China in 1946 at $23, 
and in India at $43 [24, p. 9]. 

"In 1952, net import surplus financed 9 per cent of China’s gross investment. India had 
a net export surplus equal to about 5 per cent of its gross investment. 
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rate of population growth—the per capita levels of household consump- 
tion began to forge ahead of the levels prevailing in India. 


B. Levels of Physical Output 


1. Agriculture. Table 2 presents series for the all-important food 
grains, as well as for sugar cane and the major fibers, cotton and jute. 
Up to 1958—for which results are still uncertain—the data indicate a 
larger expansion in food grains in China than in India. However, 
India’s performance during its first plan was more impressive than was 
China’s in 1953-57—a 30 per cent increase compared with a 22 per cent 
increase, On a per capita basis, domestically produced food grains in 
India increased very rapidly from 335 pounds in 1950/51 to 444 
pounds in 1953/54, The level in this latter year of very favorable 
weather was not again attained in the four following years. Indeed 
output per capita in 1957/58 has fallen below 400 pounds. In China, 
there was an early increase from 500 pounds to 600 pounds; favorable 
harvests in 1954/55 then boosted the per capita figure to 645 pounds. 
The two years through 1957/58 have seen somewhat higher levels, close 
to 660 pounds per capita. Given the importance of weather in the year- 


wo 
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TABLE 2—AGRICULTURAL OuTPUT: Major ComMMODITIES 


Food Grains# Cotton Jute® Sugar 
(Million tons) (Thousand tons) j (Thousand tons) (Million tons) 
Year* 
India China India China India | China India China 
1950 53.5 122.72 509 681.5 586 77.6 56.2 3.1 
1951 55.06 132.92 548 1014.3 835 245.7 60.7 4.6 
1952 62.45 151.96 559 1283.1 820 300.7 50.2 7 
1953 74.08 154.42 690 1156.2 552 135.7 44.2 72 
1954 69.76 157.9 740 1048.1 523 134.5 56.9 8.5 
1955 69.93 174.81 700 1494.4 749 252.7 59.3 8 
1956 73.2 182.5 830 1445 768 258 67 8.7 
1957» 67.1 185 835 1640 730 305 64 10.2 
1958¢ 72.5 225 825 2500 750 325 65 13 


* Crop year beginning i 

> Official estimates for 1957/58 subject to final revision. 

* Preliminary. Estimates given are conservative; final figures may turn out to be substan- 
tially higher. 

4 Excludes pulses but includes potatoes; rice in terms of paddy. (Data for India are usually 
given in terms of clean rice; on the average in India, 3 pounds of paddy yield 2 pounds of rice. 

° Includes hemp for China. 

f Excludes sugar beets which are important in China. 
Sources: 

India: 1950-54, (10, pp. 92-102) 

1955-58 (9 current). 

China: 1950-55 (10, pp. 92-102). 

1956-58 (25 Despatch No. 884, April 30, 1958). 
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to-year pattern of output in both countries, however, it is perhaps 
more significant that only the Chinese data provide some evidence of a 
persistent upward trend. While this might suggest a greater measure of 
success in overcoming the natural and human deterrents to expanding 
production, the record is scarcely definitive. . 

Indian agricultural statistics are consistent with the claim that the 
potential for food-grains output has expanded in the course of the first- 
plan years to a new level, some 20-25 per cent above preplan produc- 
tion, At least half of this might be attributed to additional acreage, 
mostly the result of expansion in the area irrigated.. The remainder 
could be due to the effects upon yields per acre of a number of develop- 
ments, including more fertilization, better seed, and improved farm 
practices generally, However, these underlying ‘factors would be ex- 
pected to exert their influence gradually, while the output data sug- 
gest a shift to a new level during 1952 and 1953, without systematic 
expansion thereafter,-Even the rather favorable estimate for the 1958/ 
59 crop can be attributed in part to climatic conditions; in any event, 
grain output of 72.5 million tons does not necessarily mean that an up- 
ward trend in output has been resumed.* 

Although food-grains output in China in 1957 is officially reported 
to exceed the five-year-plan targets by 1.9 per cent, Chinese sources 
have made clear that performance in this sector has been disappoint- 
ing. And some observers abroad argue that the official record has 
actually exaggerated the true achievement.’ But even so, limited prog- 
ress is indicated through 1957. Of the 20 per cent expansion during the 
plan, about 75 per cent represented \increases in yields per acre) To 
some extent this was also true in the preplan rehabilitation period, al- 
though acreage expansion was then relatively more important. Sys- 
tematic change—the persistent growth in ouput, however small, and 
the consistency of the contributory factors—probably constitutes the 
most significant aspect of Chinese development-in this-area. 

Other agricultural production in China also reflects the major re- 


*A principal conclusion of the first round of India’s National Sample Survey was that 
“|. . official statistics [of food-grains production in 1948/49 and 1949/50] seem to be 
under-estimates by something between roughly 20-25 per cent . . .” [7, p. 26]. While the 
official statistics do reflect a subsequent expansion of this order of magnitude, the NSS 
view is not universally accepted in India. See for example Dandekar [2, pp. 153-65]. 

*The American Consul at Hong Kong indicated that 1957 output levels were “not un- 
reasonable but the means of derivation warn against treating them as solid” [24, Despatch 
No. 884]. Foreign experts claim that the data for 1950-1953 are too low and thus over- 
state the degree of improvement [5, pp. 17-23]. One careful study argues that the offi- 
cial figures, whatever the actual expansion they reveal since 1949, are still below the out- 
put levels of the early ’thirties. The 1957 target would only achieve that earlier produc- 
tion level—due to an underestimate (by about one-third) of the actual prewar output 
[22, passim]. 
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habilitation efforts of the years through 1952/53. Thereafter it is only 
in cotton, a key product for Chinese industry, where there is evidence 
of a major drive for expanded output. In India products other than 
grain reveal about the same proportionate output increase over the 
entire period through 1957/58 as do the food grains,On the whole, the 
record in agriculture suggests a more impressive performance for China 
in the food grains; for India in other food products and industrial raw 

These offsetting tendencies are reflected in the indexes of agricultural 
output available for the two countriess,From 1950 through 1957, ag- 
gregate output in agriculture rose by some 25 to 30 per cent in China 
and 15 to 20 per cent in India,This is a much smaller difference than 
exists for the food grains alone-Agricultural production has increased 
at a lower rate in China than has aggregate production; income from 
agriculture has become of lesser importance in the total product. For 
India, agriculture and the rest of the economy seem to have kept more 
nearly in line.” 

The agricultural effort in China has been closely directed by govern- 
ment. While there was much talk of broadening and improving diets, 
the focus has been on the food grains, in order to derive maximum 
energy output per unit of expenditure for agricultural expansion. Even 
in adverse-weather years the Chinese did succeed in expanding grain 
output by about as much as population,,The picture in India has been 
quite different. The degree of government direction was relatively small. 
Profitability considerations governed with respect to commercial pro- 
duction. The bulk of the output, especially grains, is produced for local 
or even for producer use, and the underlying motivations here are less 
readily characterized¢(Certainly the programs of government—for ex- 
panding the acreage under irrigation, for improving methods of cultiva- 
tion including the greater application of commercial fertilizers—had a 
smaller influence than the development plans promised. Weather re- 
mained the predominant factor and accounts for the largest increases 
in production observed over past years. 

The scope for improvement in agriculture remains large, and par- 
ticularly in India [18, pp. 7-8, 11-12]. Thus rice, the preferred food 
grain, accounts for about half the grain output in both countries. Yet 
the yield per acre in China in 1957 was about half that in Japan; it 
is generally about twice that in India. Officialdom in both countries has 
recognized the need to devote much greater effort to this sector. Thus, 
over the past two years, Indian leadership has increasingly questioned 
whether a basis for systematic expansion of food-grain output has in 


* See below, p. 301. 
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fact been established in India. Today this is the major problem on 
the Indian development scene, and new programs for agricultural 
progress are receiving ever greater priority. In China, new efforts 
initiated in 1957 began to manifest themselves‘early in 1958. Already 
the rapid extension of small-scale irrigation, the increased rates of 
fertilization, and much more intensive cultivation bid fair to assure 
record levels of crop yields for 1958/59, and this despite relatively un- 
favorable weather in many parts of important agricultural regions,” 

2. Industry. For major industrial products (Table 3) the compara- 
tive records are more straightforward..Aggregate industrial output in 
the modern sector has made much greater progress in China, Both in- 
dexes give some evidence of a slackening of the rates of growth of big 
industry during 1957, although current reports from China suggest 
that the revised figure for 1958 will testify to a resumption of a pro- 
nounced upward trend-,In interpreting the series, it should be noted 
that 1950 was still a year when expansion was primarily the result of 
reactivation and rehabilitation of existing plant, and this was true to a 
greater extent in China than in India. Also the Chinese indexes suffer 
from considerable double counting given Marxist procedures for ad- 
justing for intermediate goods in production. Fortunately, available 
data permit straightforward comparison for physical output of more 
or less identical products. 

For every commodity in Table 3 Chinese rates of increase have ex- 
ceeded India’s by sizable amounts. In some cases—steel, cement, elec- 
trical power, textiles—Chinese output and capacity were smaller in 
1950 than India’s. In fertilizer and coal, larger absolute production in 
China was about the same, or even smaller on a per capita basis. In 
every case, however, production levels for these major commodities are 
now above those of India. Through 1957 India did retain some ad- 
vantage in cement and fertilizer on a per capita basis, but it is probable 
that such margins are now disappearing. 

On the basis of the less comparable information available for con- 
sumer goods, Chinese performance is not nearly so spectacular. As in 

* India’s Ngtional Development Council, in January 1958 and again in May, made 
pointed reference to the unevenness of past results and to the gap between expenditures 
and performance. Striking were the observations on the failure to make use of the irriga- 
tion facilities already constructed. For the outlines of the crash program adopted for the 
current crop, see [11, pp. 39-49] [12, pp. 13-15]. 

* Reports stress the “big leap forward” in crop yields. Thus the Chinese claim that the 
major early rice crops already promise a 50 per cent increase over the 1957 yields per 
acre. Total food-grain output is officially projected at 300 million tons, almost 65 per 
cent above last year’s crop. [25, Despatch No. 995, June 13, 1958; No. 364, November 3, 
1958]. While this may reflect early optimism, a record increase can be expected. As was 
indicated earlier (p. 293), there is evidence that first-plan levels of grain output are well 
below prewar figures of 200 to 220 million tons [22, pp. 11-20]. 
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the case cf textiles, there is evidence of a deliberate limitation of in- 
dustrial production for consumers whenever such output would curtail 
the supplies of power, transport, management and other scarce inputs 
for the hard producer-goods industries. On the whole, output of con- 
sumer goods by modern industry seems to have expanded more in 
India during 1950-57, and from an originally higher level. 

Details as to China’s handicraft and cottage industries under the 
Communists are not at hand, but there appears to be little parallel to 
the direct emphasis given this sector, so important in consumer-goods 
output, by the government of India..On the other hand, the Chinese 
have given much attention to the éxpansion of modern small-scale 
industry. This sector constitutes an important adjunct of big industry 
in a labor-rich country, and China has deliberately furthered an in- 
crease in output from a wide variety of small industries—including the 
production and processing of chemicals and pig iron. Achievement here 
is far beyond what has yet been accomplished, or even projected, by 
India. 

3. Education. In regard to education and professional training, India 
seems to have started its development program with a considerable 
advantage. There were some 22 million children in school in 1950, al- 
most one-third of those in the 6-14 age group. Today there may be 
37 million, 45 per cent of those in this age group [14, pp. 501-4] [11, 
pp. 91-93]. China had a lower percentage in 1950 (22.5 per cent) but 
is reported to have almost 60 per cent of children aged 6-14 in school 
today [1, pp. 201-3] [25]>At the other end of the educational process, 
China in 1955 was training annually 30.9 engineers and 11.2 medical 
doctors per million persons in its population. Comparable figures for 
India were 18.4 and 8.1 respectively. Continuation of these rates would, 
within ten to twenty years, reverse the more advanced position which 
India had in these professional fields in 1955 [15, p. 5]. 

Additional activities might be mentioned, although the major areas 
have been considered. Thus, cinema attendance and passenger travel 
have increased considerably in India over the past decade or so— 
probably much more than in China and again from an initially higher 
level. It is not possible to extend such physical comparisons to en- 
compass the entire national product. Nor will this ever reflect differ- 
ences of a qualitative sort—the variety of food and other consumer 
goods in India, the opportunity to select goods and services. On the 
whole, however, the Chinese margin of 1952 in per capita agricultural 
production does seem to have been maintained—and even widened over 
the years to 1958} With respect to big industry, India lost ground rela- 
tively—the result'of a large expansion in China which made its modern 
industry sector a much more important part of total product than is 
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India’s. However, the actual availability of nonfood consumer goods 
to the Indian citizen seems to have increased more than in China. 
Given the major role of grain in consumption and of food in the levels 
of living in the two countries, these general statements certainly do not 
impair the plausibility of our earlier conclusion on the relative growth 
of national output in India and China. 

The record of comparative performance thus reveals that China has 
taken greater strides in investment, and this on the basis of greater 
reliance upon domestic savings. Gross output per person actually in- 
creased more than twice as fast as India’s. Indeed Chinese consumption 
(governmental and personal) per capita in 1957 was about 20 per cent 
above the 1952 figure; the comparable increase in India was 8 per cent 
in 1955/56 over 1950/51. The present analysis thus indicates economic 
developments overwhelmingly favorable to the Chinese effort, both with 
respect to actual performance and to potential for further growth. 


II. Reasons Underlying the Contrast in Performance 


What explains the different results? One characteristic of the data 
which warrants special attention is the relationship between investment 
and total output. Table 1 yields the following ratios of gross investment 
to increase in gross product over the indicated time intervals: 


India China 
1950-1957 4 2.2 
First-plan 3.4 2.5 
Pre-first-plan 6.7 14 
Post-first-plan 5.1 1.7 


For the period as a whole, China seems to have generated a unit of 
gross-income flows with little more than half the gross investment that 
was applied in India.* Only for the plan periods proper are the cal- 


™So striking are these differences that the computations warrant a few further obser- 
vations. The underlying statistics of product and investment were presented as comparable 
sets of estimates (see notes to Table 1, above). In fact, the major departure arose from 
our inability to include changes in working stocks in India’s gross investment; on this 
account the ratios above understate the difference between India and China. 

Official Chinese figures for depreciation in the economy as a whole do tend to be on 
the low side. But these estimates do not play a direct role in the figures of gross invest- 
ment used here. In any case, low depreciation levels in the official statistics mean high 
estimates of accumulation (net investment) rather than low estimates of gross investment. 
Another point is that, in communist countries generally, prices of capital goods, and in- 
deed unit costs of capital formation, tend to be low relative to other prices. This might 
in itself provide lower capital-output ratios than prevail in a free market economy. How- 
ever, while it was not possible to make a direct comparison of the pertinent price relation- 
ships in India and China in 1952, the deflating procedures used here maintained in each 
country the price relationships of that year. The different relative movements over the 
years should thus not affect the capital-output calculations. 

With regard to the ratios themselves, it is true that they fluctuate markedly from year 
to year in each country; most of the specific figures above would thus be different were 
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culations for the two countries in reasonable line—with India’s about 
one-quarter above the figure for China. The record thus indicates 
greater “efficiency” in China in converting a given amount of gross 
investment into additional capacity or at least product.” 

This phenomenon is magnified by the fact that the Chinese have been 
able to increase their allocations of current product to investment at a 
more rapid rate-Rough calculations suggest that for the period as a 
whole, 55 per cent of the difference in the rate of growth in the two 
countries can be attributed to the greater efficiency with which the 
Chinese apply investment; 45 per cent is thus attributable to the more 
rapid rate of expansion in investment. 


A. Different Allocation of Investment 


The different results must be traceable to allocations of investment, 
and to the specific forms in which investment is actually made. Thus, 
scale of plant may reduce capital costs per unit of product; investment 
costs will be low if outlays for labor in construction, for example, ex- 
clude or undervalue contributed or forced labor, and the like;What 
evidence is there for differences betwen the development effort in India 
and China in these regards? 

While data will not permit ready comparison of the allocation pat- 
terns in all years, it is possible to separate out for both countries the 

_investment in two broad groupings: agriculture, including irrigation, 
water conservancy, community devélopment and some simple handi- 
crafis close to agiiculture such as rice polishing; a eee. 
includes modern industry and power. Table 4 gives these allocations on 
a percentage basis for groups of years. 

Over the period, investment has become relatively less important in 
agriculture and more important in industry, as would be expected. Both 
movements have been more marked in China. More significant, how- 
ever, are two other comparisons reflected by the table. Contrary to the 
impression which prevails generally,” a large percentage of total invest- 


the time coverage altered somewhat. Yet, there are no groups of years which would give 
reverse results, or indeed very different relative results, for the two countries. Thus, 
were rough adjustments made for the special influences which weather had upon output 
in some years in each country, the relative ratios would reveal a wider margin in favor 
of China than is shown for the two plan periods, for example. Similarly, inclusion of the 
preliminary data for 1958 does not appreciably alter any of the calculations. Thus, dif- 
ferences observed are not attributable to the particular groups of years selected for the 
comparisons. 

“In characterizing the conversion as more “efficient” I mean only that less capital is 
used for the same volume of output, presumably with the same lag. 

* My earlier observations [18, pp. 13-14] were also in this vein. Actually, agricultural 
investment was planned at less than 10 per cent of the public program but much larger 
amounts were to be invested by the peasants themselves “. . . in addition the development 
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TaBLe 4—ALLOCATION OF Gross INVESTMENT 
(Per cent) 


First Plan Second 


First 3 Years Last 2 Years | 


India | China | India | China | India | China | (1956- 
(1950) |(1950-52)} (1951— | (1953— | (1954—| (1956-| 57) 
53) 55) 55) 57) 


Agriculture 28 32.7 26.5 | 27.6] 26.5 27 24. 
Industry (including power) | 23.4 36.6 25.6} 35.5 | 24.3 45 29 
Other sectors 48.6 30.7 47.9} 36.9| 49.2 28 46. 


Sources: 
India: My estimates based on provisional data released by government [9, pp. 154-59]. 
China: Estimates based primarily on [5] [25] [1]. 


ment has been allocated to the agricultural sectors in China; throughout 
the-period, this percentage has exceeded India’s. In addition, there has 
been a marked difference in the emphasis given by China to physical 


product as against services. Thus, despite the superiority of India’s 
Toad and railway network in the preplan years, ia in the few 


e allocated almost as4ar¢ roporti 
inves communication as China allocated to these 
I i rvices, t anc ion, he: the like. 


The striking contrasts notwithstanding, Table 4 itseli throws little 
light on the problem of “efficiency” of investme hina puts more intc 
agriculture, which has frequently turned out to'Be a sector where rela- 
tively large returns follow from a unit of new capital—at least in un- 
derdeveloped areas where yields per acre are very low initially. On the 
other hand, the still larger Chinese allocation to industry, and to a type 
of industry where the capital/labor rati ratio is high, might-well operate 
the other way, Also India’s emphasis upc upon tertiary sectors would sug- 
"gest on the witdle a larger increase in output from the same level of new 
investment, although this argument is not firm, since transport itself 
tends to have a high capital-output ratio, as does also investment in 
housing, included here under social services, On this last, one point 
does warrant mention. The greater allocations to services might mean 
more investment in the overhead sectors which in turn will permit 
greater returns from direct investment in the future. India’s past pat- 
tern, in other words, may well be the more efficient, given a longer time 


of agricultural credit cooperatives will make it possible to draw a huge amount of idle 
capital into agricultural production” [1, p. 33]. A delegation of Indian governmental 
specialists in agriculture also reported this same preponderance of agricultural investment 
in China relative to India [10, pp. 133-25]. 
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horizon. However relevant this possibility, other evidence does not 
suggest that the rate of growth prospects for the years ahead can be 
considered more favorable to India as a consequence of the current 
investment patterns. 


B. Some Sectoral Capital Coefficients 


A few precise relationships can be traced with the data at hand. 
Thus, the ratio between gross real investment and the increase in real 
income in agriculture in India is 2.33 for the period 1951/1952 through 
1956/1957. Essentially the same figure (2.28) is obtained for China 
for 1951 through 1957.** A comparison of the investment which cor- 
responded to an increase of (productive capacity for?) one million 
long tons of food grains over the period also reveals a similar parallelism 
in the experience of the two countries. Again, there is same_basis for 
imputing an advantage to the Chinese on the ground of relatively more 
consistent results over the period.” 

While the evidence in the agricultural sectors can be interpreted as 
suggesting reasonably comparable capital-output relationships, for in-_ 
dustry it indicates a clear advantage for China. The gross capital-out- 
put ratio for Indian industry and power was at least 6:1. For China, 
valued-added computations for industry are less readily presented, 
given the problem of double countingThe ratio of gross investment 
in industry to the ¢otal value of industrial production lies in the .9-1.1 
range for different groups of years during 1950-57, On the assumption 
that total value is of the order of three times thé value-added,” this 
suggests that the comparable capital-output ratio for China would be 
about 3:1—or half the level of India’s. 

The national income series in the two countries show quite different 
patterns with respect to the relative importance of income from agricul- 
ture. In India this ratio was 50 per cent before the plan, 47 per cent 
during it, but seems again to be close to 50 per cent in the recent 
second-plan years. The accounts for China show a fairly steady decline 
from 70 per cent®® in 1950 to 50 per cent in 1957. Thus, the major 

* The ratios appear to be more volatile in India. Thus, a much less favorable relation- 
ship is obtained if the computation for India includes the disappointing crop year 1957/58. 

* Essentially equal results in these calculations involve an assumption that the official 
yuan :rupee rate of 1:2 undervalues the yuan to some extent. Other evidence on relative 
prices does not support this inference. See for example, [10, p. 41] [20, pp. 60-61] and 
above, p. 291. (For whatever relevance it has, the recent Hong Kong free-market rate 
of 1:1.2 suggests the opposite.) 

* Based on computations made by W. W. Hollister (as reported in a personal com- 
munication). 

* This figure reflects the underutilization of existing nonagricultural plant in the 1949- 
51 period. By 1951 the ratio was close to 60 per cent and it has been declining rather 
steadily since then [5, p. 9] [6]. 
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sector where capital-output ratios seem to be more or less the same in 
the two countries became of appreciably less importance in China. A 
sector where the ratios are notably different—modern industry—has 
grown relatively in China. Finally, the different rates at which the 
tertiary sectors expand would also favor larger product, at least in the 
short run, in China. Together, these different sectoral results may ex- 
plain the differences in over-all capital-output ratios—although nothing 
in the above explains these sectoral results. 


C. The Relative Scale of Public Investment 


There are important differences between India and China in the rela- 
tive scales of public investment. While this direct role of government 
in development has been expanding at a more rapid rate in India 
(Table 5), the Chinese ratio for the economy as a whole in the past 
two years was still double that of India. Modern industry and power 
are today essentially entirely within China@’s publi tor, and even in 
agriculture, which was relatively free enterprise in 1950, government 
participation is now more important than is true in India. 

Does the degree of centralization of investment activity influence 
efficiency? Presumably, identical enterprises could be established and 


Taste 5—Tue Ratro or Pusric INVESTMENT TO TOTAL INVESTMENT 


(Per cent) 
First Plan Second 
Preplan Plan 
First 3 Years Last 2 Years —— 
India China India 
(1950) | (1950-52) India China India China 1956- 
(1951-53) | (1953-55) | (1954-55) | (1956-57) | 57) 
All Sectors 27.8 67 28.4 76.3 38.2 81 38.7 
Agriculture 28.4 20.6 29.9 31.9 41.4 39.3 35.2 
Industry 17.8 89.6 19.8 93.7 28.1 96.7 34 
Sources: 


India: My estimates based on provisional data released by government [9, pp. 154-59]. 
China: Estimates based primarily on [5] [25] [1]. 


managed with comparable efficiency by government, or by private in- 
terests or by the two combined in some mix, But limited delegation of 
authority in government enterprise might sttve to make public opera- 
tion less efficient in a relatively free-market economy, Conversely, the 
talents of the private entrepreneur must be less evident in an economic 
order in which his operations are intertwined with operations of govern- 
ment-controlled economic activitiesOn such counts alone, the output 
from enterprises in a mixed economy may be smaller than from the 
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same enterprises in a more monolithic economic order—However, the 
relative efficiency of the two patterns revealed in Table 5 cannot be 
assessed simply by evaluating the performance of public and private 
enterprises under different conditions, More relevant is the fact that the 
seemingly same type of enterprise becomes quite different in the highly 
centralized Chinese effort and in the much less controlled program in 
India. 

Within agriculture, within industry, within each category of service, 
there is in each country a different collection of end-products which 
comprise output. Of the current flow of goods and services in the Indian 
economy the private sector still creates per cent. Product must thus 
satisfy the demands on a relatively free Market-,Today, even steel is 
produced almost entirely in the private sector ile government allo- 
cates most of the steel available in India, significant percentages of the 
total supply (50 per cent or so) does not go to government. In China, 
essexitially all steel finds its way into defense, railways and the broad 
development programe Output per unit of investment must be 


ich processes to meet the needs of many 


inion: This is even more true for ¢ goods. Thus the 


modern textile industry in India produces a greater number of counts 
per million yards than does amy other country’s, and particularly 
China’ S¢jncreasingly, construction specifications for all buildings in 
China have been tailored to meet standards for costs per square foot 
established by region. India has moved much less far here. 

As there are differences in product from the same type of enterprise, 
so also with respect to production techniques. Thus, it is relevant that 
China does use, in construction activity particularly, a_large volume 
of unpaid or underpaid oer, raceme attention has been called to the 
possibilities in this directio lands like India and China where the 
social order generally provides for consumption even though workers 
are persistently underemploy India seeks to mobilize this productive 
capacity through various volun programs, notably in the commu- 
nity development projects ef binese efforts of this sort seem to have 
gone much farther and on & less voluntary basis [4, pp. 27-28].”° 

The predominance of public investment in China may thus contribute 


to lower investment costs per unit of product because government re- 


stricts the degree of choice in both factor and product markets.’-.The 


*In India [13, p. 116] the value of all popular contributions to the community de- 
velopment program was of the order of 3.5 rupees per person in the project area. This 
would mean at the outside less than 5 days of contributed labor per person over a$ long 
as 434 years in some villages. 

**Many people would argue that freedom of choice and variety itself are attributes 
which enhance product values. The question here is only the point at which they im- 
pinge upon (physical) output in very poor countries. 
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private sector is indeed a decisive force in India’s economy. In the 
plans, government has consistently overestimated the extent to which 
private enterprise will govern its investment and production activities 
“according to plan.” Thus, since 1950, government has actually in- 
vested less and the rest of the economy more than was planned. A 
vigorous private sector has retained a greater volume of its savings for 
direct investment; there was a reduced transfer of private savings to 
the public sector. New investment in private industry has been of a 
more capital-intensive type than was appropriate to India’s factor en- 
dowments [16, p. 29]. In contrast, China’s centralized control of 
investment has meant investment more nearly as planned and with 
centralized decisions as to the techniques for production. When un- 
planned developments occurred—unfavorable harvests, lower grain 
deliveries—the control of savings in the economy gave government 
considerable flexibility in adapting annual programs to actual events. 


D. Contrasting Policies with Regard to Saving 


Nearly half the difference in output performance arose from China’s 
higher investment ratios. Government has assumed responsibility for 
a very large part of the savings function, through an expansion in the 
scale and forms of taxation, especially upon agriculture, and through 
the growing importance of state enterprises in many fields. Thus tax 
receipts more than doubled between 1950 and 1952; thereafter they 
increased by about 50 per cent, aggregating almost 15 per cent of gross 
national income in each year. Limitations upon private consumption 
and investment meant also that private savings (especially nonagricul- 
tural) moved readily to the public sector through the banks, other sav- 
ing schemes, and the bond market. Indeed, government—central, 
provincial, and local—in China has spent at least 25 per cent of the 
total national income in each year since 1952. About 11 or 12 per cent 
went for the usual administrative activities of government, including 
military services, and 13 to 18 per cent for capital maintenance and 
expansion [5, p. 6]. An increasing percentage of this last was accounted 
for by the profits and capital consumption allowances of state enter- 
prises. The total of domestic gross savings mounted steadily (with one 
setback in 1955) and have averaged 22 per cent of GNP in the past 
few years. Government development plans envisage a slight reduction 
—or at most the maintenance—of this ratio in the future. 

Savings in India are still essentially private. Government surpluses 
on current account were not expected to be significant over the second- 
plan period.” The public investment program has essentially depended 


* The plan shows a surplus of about Rs. 10.5 billion, but this is more or less matched 
by current rather than investment outlays in the development program [16, p. 17]. 
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upon borrowing domestically and abroad. Actual performance from 
1956 to date has apparently intensified this situation. Revenue from 
taxation has varied between 7.5 and 9 per cent of gross national income 
since 1950. While direct taxes on agriculture (land and income) have 
been increasing, they still account for less than 10 per cent of the total 
tax revenues in 1956/1957. Rough estimates of the total tax burden 
for agriculture suggest an order of magnitude of about 20 per cent of 
all taxes, as compared with a ratio at least three times as great in China. 
Profits and capital-consumption allowances from state enterprises in 
India are still essentially confined to the traditional public enterprises— 
the railways and postal services. These contribute a relatively small 
amount to government finance. The government of India, currently 
responsible for less than 40 per cent of total investment in India, is 
thus much more heavily dependent on outside, nongovernmental sources 
of investment finance than is the government of China, which is respon-~ 
sible for more than 80 per cent of total investment in that country. The 
domestic savings ratios in India do not seem to have expanded since 
1955, and government has had considerable difficulty in attracting them 
to public investment. As mentioned earlier, India’s public development 
program over the next few years will certainly be more heavily depen- 
dent upon foreign resources than in the past, and the turning point in 
this dependence cannot yet be foreseen [17]. 


III. Implications for Economic Development Elsewhere 


There are no magic formulae for achieving an expanding per capita 
income. The tasks confronting nations with very low levels of average 
output are most difficult at best..The rapid growth periods in India 
during the last few years of the first plan and in China in some of the 
years treated here need to be considered abnormal. They were related 
to favorable weather or to the exploitation of existing excess capacity. 
These apart, continuing progress requires persistent efforts by the people 
under capable and inspiring leadership. 

Consider a few key problems and the different approaches to them in 
India and China. Most poor countries have abundant supplies of labor 
relative to capital. Along with the need to move toward more capital- 
intensive methods of production in certain sectors, there is a comple- 
mentary role for labor-intensive pursuits in rural areas especially, but 
in cities also. The gains from expanding the productivity of labor now 
inefficiently used are enhanced by the fact that there do exist comple- 
mentary capital resources—in existing equipment, in nonmonetized 
savings (such as surplus agricultural products)—which must be used 
locally, if at all. Despite the greater emphasis given by the Chinese to 
the development of modern industry, they have also devoted major 
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energy to the task of mobilizing these underutilized resources for plan 
objectives. Through a sequence of devices, culminating in today’s com- 
munes, China’s government has played a fundamental role in organiz- 
ing local resources—labor, existing plant, raw materials, savings (espe- 
cially nonmonetized) and leadership of both enterprise and public 
administration—to expand agricultural and industrial production. 
Mention has already been made of nonmonetized savings. Wherever 
a significant part of national product is imputed because it never goes 
to market, there will be savings in the form of inventories of final prod- 
uct which are used directly, perhaps as payments in kind, in capital 
creation. In both India and China some 25 to 30 per cent of all gross 
investment may have occurred in nonmonetized form in 1950. This 
ratio has apparently not changed much in India, but it has declined 
markedly in China, partly because the Chinese attempt to siphon out 
of the rural areas whatever is or can be monetized, and partly because 
of the differential expansion of nonagricultural investment. In contrast 
to China, India does not even take explicit account of this important 
form of rural savings and investment, despite the fact that Indian ex- 
perience has pointed up both its size and potential [23, p. 63]. 
Unemployment constitutes a political as well as an economic threat 
in underdeveloped countries. The employment objective explains part 
of India’s preoccupation with the handicraft sector; emphasis here has 
even been allowed to interfere with cost and efficiency considerations in 
the production of consumer goods by the modern industry sector. Prog- 
ress is only now beginning to be made toward the expansion of the 
modern small-scale sector which either competes with large industry or 
complements it. Great attention is now given this sector in Chinese in- 
dustrial development. There are benefits to employment and output 
gains from using resources raised locally. The Chinese have found that 
emphasis on this small-scale sector of industry has also facilitated the 
program of regional development by providing employment opportuni- 
ties away from the large industrial centers. ; 
. The inability of the large cities to provide as much employment as 
people seek has become most apparent, even in China with its strong 
stress on indust.ial development. The Chinese have recognized explicitly 
the dangers arising from the unemployment of overurbanization and 
have devised various measures (involving involuntary transfers of 
people, compulsory registration, etc.) for dealing with the problem. In 
this context, the emphasis on employment opportunities in the small 
centers and rural areas takes on greater importance. In India, the paral- 
lel dangers have not yet produced a clear policy. Growing overurbani- 
zation has tended rather to expand social overhead expenditures in 
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urban areas beyond what the development requirements of these cen- 
ters might otherwise have been. 

For some parts of the program, particularly for industry, the govern- 
ment of India has chosen to rely heavily upon the private sector. The 
experience here leaves no doubt about the major gains possible from 
the energy and drive of private entrepreneurs. But these can be realized 
over a prolonged period only when government also fulfills major in- 
vestment responsibilities: in the social and economic overhead sectors, 
and in certain directly productive fields where private investment has 
limited experience and resource requirements are very high (e.g., steel 
and producers’ goods) or where effective economic change involves a 
major program of social action (as in peasant agriculture, rural output 
generally). Fulfilling this complementary role in a society of mixed 
enterprise requires careful study of the flow patterns of domestic sav- 
ings, and the determination to adopt policies which can appropriately 
influence this pattern. | 

Structural unemployment, underutilized resources, overurbanization, 
nonmonetized savings and investment flows—these are illustrative of 
the types of problems that must be understood and treated if there are 
to be steady output gains in most of today’s underdeveloped areas. 

Indian leadership has not yet assumed the responsibilities for organi- 
zation and planning required to meet these problems. This is high- 
lighted by the fact that the ratio of government to total expenditure is 
lower than in any other country for which national product statistics 
are available.** China’s relative success in its development effort bids 
fair to be maintained, if not expanded. It is not realistic to expect 
internal pressures to impede progress. Indeed, apart from adverse har- 
vests and the like, the years ahead may well see some reduction in the 
relative allocations of income to investment, and some increases in 
levels of living. 

Are the contrasts in methods—and achievements—inseparable from 
contrasts in political philosophy? It is true that Chinese resource mobili- 
zation and allocation, Chinese methods of dealing with unemployment 
and urban growth, do weigh seriously upon the individual citizen and 
especially on a peasantry long proud of its individualism. These proce- 
dures could not be reconciled with the dictates of the Indian constitu- 
tion, nor with the political and social philosophy of present-day leader- 
ship in that country. But alternative actions might well accomplish the 
same, or nearly the same, objectives. For reasons which cannot be at- 
tributed to India’s adherence to the tenets of democracy, rural taxation 


*For a complete listing of a related statistic, see [19, pp. 382-84]. The ratio for India 
is less than %4 that for the United States or Canada, for example. 
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is minimal; tax evasion is high; government controls a small proportion 
of the economy. The community development schemes offer an excel- 
lent and democratic mechanism for mobilizing idle or poorly allocated 
resources in rural areas. Economic inducements might deter the rural 
urban population push. The scope for such actions under democracy is 
broad. 


The growing awareness of Chinese achievement relative to India’s 
can have a profound influence upon world political and economic devel- 
opments. But the lesson to be derived from the comparative perform- 
ance of the two countries over these years of intensive development 
planning is not that totalitarian methods serve better than those con- 
ceived and implemented under democracy. It is rather that government 
in nations aspiring to economic expansion needs to define the tasks of 
growth realistically; more, government must implement them faith- 
fully. 
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POPULATION AND ECONOMIC GROWTH 
By Everett E. HacEn* 


It is likely that the disagreement that occasionally arises concerning 
population growth theory and “the population problem” is due in part 
to failure of communication, resulting from unclear statement of as- 
sumptions; but also in part to the persistence in our minds of Mal- 
thusian conclusions, even though the assumptions on which they are 
based may have been forgotten. I hope that this paper will eliminate 
at least some of the disagreement.* 

In some analysis all population increase is lumped together in one 
general case: if per capita income rises above subsistence, population 
grows. It is conducive to clarity of thinking to treat causation more 
precisely, and to distinguish three cases of population growth. 

Two of these relate to low-income (peasant) societies. In such so- 
cieties, crude birth rates are virtually everywhere above 40 per thou- 
sand. Although higher birth rates are biologically possible, rates of 45 
per thousand are close to the practical maximum. Historically, death 
rates have been almost as high. Where population growth occurs in such 
societies, it occurs because death rates fall. One cause of falling death 
rates is the introduction of modern public health and other preventive 
medical measures. I shall term the resulting fall in death rates exog- 
enous. The fall in death rates is followed only after a lag of unde- 
termined but considerable length by a fall in birth rates. In the interval 
the rate of population growth rises. 

A second cause, marking the second case treated here, is a rise in 
per capita income.’ Historically, there have been two major causes of 
rise in aggregate income, the opening up of new territories and techno- 
logical progress. The former merely enlarges the scale of the economy 
and permits it to support more persons without directly affecting per 
capita income.* Technological progress, however, in general directly 

* The author is visiting professor of economics, Massachusetts Institute of Technology. 
He is indebted to H. J. Barnett, A. J. Coale, R. S. Eckaus, B. H. Higgins, L. Lefeber, 
P. A. Samuelson. E. Sohmen, J. J. Spengler, and Trevor Swan for helpful comments. 


The paper is a by-product of a research project in economic development carried on with 
financial support by the Rockefeller Foundation. 

*I do not deal with questions of optimum population size or factor proportions in a 
static setting, or with questions of cyclical change in population-growth rates. 

? Of course the availability of public health and other preventive measures constitutes 
a rise in income. The reference here is to a rise in general purchasing power. 

* The filling of “empty lands” was conspicuous in Western Europe during the Middle 
Ages, in China after 1650, and more recently in the history of the United States, Canada, 
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increases per capita income. People live more healthfully, the death 
rate falls, and the rate of population growth increases. If it increases 
until it equals the rate of growth in aggregate income, per capita income 
of course ceases to rise. With birth rates between 40 and 45 per thou- 
sand, a decline in death rates to Western levels could bring population 
growth at the rate of 35 per thousand, or 3.5 per cent per year.* 

The recent spurt in population growth in the West constitutes the 
third case. By the 1920’s or 1930’s, the “demographic revolution” in 
all Western countries had been completed, and birth rates had reached 
secular minima. Early in the postwar period, the rates in most Western 
European countries and in the United States, Canada, Australia, and 
New Zealand rose markedly above those minima. For a time this phe- 
nomenon was regarded as the making good of deferred births, but it 
has now continued so long, and family sizes have so clearly increased, 
that at least part of the rise in birth rates must be regarded as reflect- 
ing some secular change. 

If an analytical model is to be of general applicability, it must be con- 
sistent with all three cases. Section I presents historical data indicating 
that, contrary to Malthusian expectations and common belief, income- 
induced population growth has nowhere prevented even a moderate 
rate of rise in the aggregate income of an economy from bringing con- 
tinuing rise in per capita income.’ A reasonable interpretation of history 
suggests a mechanism at work which has guaranteed that it would not 
do so. Section II presents a model incorporating this mechanism. Sec- 
tion III comments briefly on the Malthusian model, and Section IV 
relates my alternative model to the three empirical cases and discusses 
its relevance to the future. 


I. Historical Population Growth: the Data 
The historical distinction between exogenous and induced population 
growth is fairly clear. Exogenous declines in death rates have attracted 
attention mainly since the second world war. Through technical assis- 


Australia, and New Zealand. In all of the recent cases except China, continuing techno- 
logical progress was of course occurring at the same time. Even where there is no progress 
in known technology, there may of course be economies of scale which increase produc- 
tivity. I shall not discuss their relation to population. The reader will be able to apply 
the argument of Section II. 

* Life expectancy in Western societies is consistent with a death rate of 14 or 15 per 
thousand even with a stabilized age distribution of the population; and crude death rates 
of 4 or 5 per thousand are possible with population concentrated in the lower age groups, 
as it is for some time after death rates decline. Birth rates of 50 or 55 per thousand are 
biologically possible, and have prevailed in limited areas for periods of moderate length. 
Thus a rate of population growth much higher than 3.5 per cent per year is conceivable. 
However, this rate may be taken as a practical maximum. 

* Of course income-induced population growth may prevent the rise in per capita in- 
come from being as fast as it otherwise would be. 
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tance from abroad, death rates in a considerable number of peasant 
countries have fallen drastically, most abruptly of ali in Ceylon. Birth 
rates have remained high, and as a result in recent years population 
growth has been approximately 3 per cent per year, or more, in Ceylon, 
Malaya, Mexico, Venezuela, Ecuador, and several Central American 
countries and Caribbean areas, and well above 2 per cent in a number 
of other countries. Because of the recency of the declines in death rates, 
the minimum length of the lag before birth rates fall is unknown, ex- 
cept that it is probably more than a decade.* In the historical cases of 
less spectacular fall in death rates, the lag has been as long as several 
generations. If it should now be a generation or longer, the effect on 
living levels in low-income countries where rapid technological progress 
is not occurring may be catastrophic. 

It is not so widely observed that the slower but increased rate of 
population growth in a number of peasant countries over a longer 
period has been due to the same mechanism. From the beginning of the 
- Christian era to 1650, the average rate of growth of world population 
was in the neighborhood of 1/20 of 1 per cent per year. It then began to 
rise, first in Western Europe, but during the last half of the nineteenth 
century also in the peasant societies, which were then colonial. The 
modal rate in peasant societies between 1900 and the second world war 
was probably between .5 and 1 per cent per year. While precise data 
are of course not available, historical evidence indicates rather clearly 
that the level of per capita income in such societies had not risen before 
the rise in the population growth rate. There is also historical evidence 
that the increased rate of population growth has resulted specifically 
from gradual introduction of improved medical and health practices 
under colonial administration.’ 

Because some observers point to this population rise in peasant so- 
cieties as evidence that a rise in per capita income may be swamped by 
population growth, it is worth while to assert specifically that the rise 
in aggregate income in peasant societies within the century before the 
second world war was predominantly a result, not a cause, of popula- 


* The crude death rate in Ceylon, as recorded in the United Nations Demographic Year- 
book, fell from 19.8 in 1946 to 14.0 in 1947, and continued down to below 10 in 1956. 
The crude birth rate, which remained between 38.4 and 39.8 from 1946 to 1953, fell from 
38.7 in 1953 to 35.7 in 1954, giving possible hope of a spectacularly short lag. But in 1955 
it was 37.3 and in 1956, 36.4. Age-specific birth and death rates for these recent years are 
not available. 

*In China, by way of exception, population growth presumably resulted primarily 
from introduction from abroad of the sweet potato, peanuts, and early-ripening rice, 
which permitted the settling of large land areas that would not previously support popu- 
lation. 
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tion growth. The forces at work in these areas tending to increase the 
income of the mass of the population were extremely weak. Colonial 
administrations did not induce continuing technological progress in 
the areas they controlled. 

Continuing technological progress begins when an adequate base of 
scientific-technical knowledge is available (a condition now everywhere 
fulfilled), and when social and psychological changes have occurred 
such that a sufficient number of the individuals of the society devote 
their energies to problems of technological innovation. Certain condi- 
tions of capital supply are also necessary; they may be independent 
conditions or may follow if the social and psychological conditions 
exist.’ During the nineteenth and twentieth centuries, these conditions 
came to exist in twenty-some countries of the world. Continuing tech- 
nological progress began, and brought an accelerated rate of increase 
in aggregate output. As this increase got under way, per capita income 
gradually rose. The death rate gradually declined. The rise in income 
permitted maintenance of larger and larger families, if desired. If the 
simple Malthusian model of population behavior’ were realistic, as per 
capita income rose in each of these countries, at some point population 
growth would have reached a rate equal to the rate of growth in ag- 
gregate output, thus checking the rise in per capita income. Or, alterna- 
tively, if the rate of rise in aggregate output was so fast that it exceeded 
the realistic maximum biological rate of population growth—say 3.5 
per cent per year—population growth would have reached that rate. 
The historical tacts of income and population growth will test the thesis. 

I shall examine the facts only for countries in which a moderate or 
rapid rate of rise in aggregate output (1.5 per cent per year or more)*® 
began before the end of the nineteenth century, since where it began 
only in the twentieth century it is possible that population growth has 
not yet reached its peak. There are only 17 such countries. Simon 
Kuznets [6] in a recent compilation presents data concerning growth 
of output and population for 13 of these (see Table 1). While data for 
the growth of output in the nineteenth century are not available for the 


*Some economists believe that technological progress begins when certain economic 
barriers, bottlenecks, or vicious circles are broken, and they ignore the social and psycho- 
logical factors. This difference of opinion concerning the causal factors is not important 
for the present purpose, but it is important to note that technological progress, not merely 
capital formation, is in point. The hypothesis that socio-psychological changes are of 
central importance does not rule out the necessity of political change. This may in some 
cases be necessary in order that the new groups can be free to act. 

°TI use the term “Malthusian model” loosely here. For a statement of the essential ele- 
ments of the Malthusian model, see Section III. 

*T include Ireland even though its rate of increase in output was slightly lower. 
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TaBLe 1—PopuLaTION AND NATIONAL Propuct, 13 DeveLoprinc CounTRIES: 
PERCENTAGE CHANGES PER DECADE, AND DECADES OF HIGHEST PER- tl 
CENTAGE PoPpuLATION CHANGE 
Percentage Decade of Highest e 
Change per dP/dt tl 
Decade p 
Country Period* Percent- 
(1) (2) National] Popula- | Approximate | age 
Product | tion Dates* Change 
(3) (4) (5) (6) ti 
Australia 1886/94-1945/54 | 26 17> 1890-1900 | 21.5 ; 
é 
J1870/79-1950/54 41.3 18.3 d 
Canada \1870/79-1905/14 47.1 17.8 1899-1909 30.2 t] 
§1870/78-1950/54 30.1 11.5 + 
Denmark \1870/78-1904/13 32.7 11.3 1913-1923 17.5 | 
§1841/50-1949/53 15.3 1.3 r 
France \1841/50-1901/10 18.6 1.9 1855-1865 4.7 Ss 
f1860/69-1950/54 | 27.4 | 10.1 
Germany \1860/69-1905/14 35.6 11.5 1894-1904 15.2 y 
f1860/69-1949/53 | 12.8 | —3.5 
Ireland-Eire 11860/69-1904/13 | 11.6 | —5.4 | 1938-1948 0.0 . 
1862/68-1950/54 18.0 6.9 e 
Italy 1862/68-1904/13 15.7 7.0 1923-1933 8.0 o 
§1878/87-1950/54 | 42.3 | 12.7 [ 
Japan \1878/87-1903/12 49.2 11.6 1937-1947 14.7 Cc 
s1861/68-1950/34 | 36.0 | 6.6 fi 
Sweden \1861/68-1904/13 1938-1948 12.5 t 
Switzerland 1890/99-1939/48 21> 7> 1894-1913 10.5¢ 
1870-1954 31.0 | 13.4 5 
Russia-U.S.S.R. {1870-1913 27.7 15.7 1870-1885 15.34 
J1860/69-1949/53 21.5 8.0 
United Kingdom \1860/69-1905/14 25.0 11.1 1869-1879 12.4 C 
J1869/78-1950/54 41.2 17.4 
United States \1869/78-1904/13 56.0 22.3 1873-1883 24.7 
a 
* Generally, Kuznets presents data for overlapping decades. His population data are P l 
shown as for intervals from one ees decade to another. The dates given in col. 5 y. 
are the fifth years of the decades he ci , 
columns are trend-line rates. ‘ 
* The decade rate for the 20-year period. 
* The decade rate for the 16-year period. 
Source: Cols. 5 and 6, Kuznets (6, Appendix Tables 1-5, 7, 9, 10, 13-15, 17-18]; cols. . 


2-4, [6, Table 2, except Australia and Switzerland, which were computed from Appendix 
Tables 18 and 5, respectively]. 
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other 4 countries," it is clear from general historical comments about 
those countries that the course of events in them paralleled that in the 
other 13. In each country, the death rate fell as nutrition, health care, 
etc. improved. The rate of population growth would have approached 
the biological maximum if birth rates had simply remained at their 
previous level as income rose. What happened? 

1. In no country except the United States and Canada—where vast 
empty lands cried out to be filled—did rise in income stimujate popula- 
tion growth remotely approaching that which Malthusian theory indi- 
cates rising income should induce. In no case except those of “empty 
lands” did the rate of population growth exceed 17.5 per cent per 
decade even for a single decade.’* The median peak decade rate among 
the 13 countries is 12.5 per cent. The median rate for the 50 years 
of fastest growth is much lower. 

2. In no country did the rate of population growth approach the 
rate of growth in aggregate output. In fact, in none except the United 
States did the peak rate of population growth for a single decade ap- 
proach the average rate of growth in output for the entire 50- to 100- 
year period covered. 

3. In England, there is evidence that in the eighteenth century, be- 
fore the period of most rapid growth, rise in aggregate income began 
slowly and accelerated only gradually. Various studies give conflicting 
evidence about the timing of the rise in output, but all indicate that 
over the century as a whole, output rose. Phyllis Deane’s estimates [2] 
[3] indicate an average rate of growth for the century of about 15 per 
cent per decade, but she thinks the growth was concentrated in the 
first half of the century. Population growth during the century failed 
to keep pace even with this moderate rate; it rose by about 6 per cent 
per decade.** 

The evidence thus indicates not merely that the “Malthusian” re- 
sult did not occur generally, but that it did not occur anywhere. In- 
stead, birth rates followed death rates downward long before a maxi- 
mum rate of population increase had been reached, and both continued 
downward until they reached secular minima.** 


™ Belgium, the Netherlands, Norway, and New Zealand. For all but Belgium Kuznets 
presents data for the twentieth century. In the twentieth century, rapid growth began in 
a number of other countries, for example, Czechoslovakia, Poland, Mexico, Brazil, Co- 
lombia, and perhaps also Hungary, Turkey, Argentina, and Chile. Some other Latin 
American countries, and possibly one or two elsewhere, might be added. 

*In Australia, New Zealand, the United States, and Canada, during an early pre- 
industrial period of filling empty lands, population growth reached higher rates than those 
shown in Table 1, but this growth is not relevant to the present argument. 

* Concerning other estimates of income or production, see T. S. Ashton [1] and sources 
cited by him. 

See the sources cited by Kuznets [6]; or for a general description of the trend see 
any standard demographic discussion, such as R. R. Kuczynski [5]. 
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These facts raise the important question whether technological 
progress is apt to bring such favorable results wherever it begins in 
the future. The uniformity of the past result suggests that there was 
some causal mechanism at work. It is worth while to inquire what that 
mechanism may have been. 


II. An Analytical Model 


Let aggregate income be indicated by Y, population by P; let v and 
r respectively represent the percentage change per time period in aggre- 
gate income and population. In Figure 1 income per capita (Y/P, or y) 
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Ficure 1. THe Mover 


is shown on the horizontal axis, and rates v and 7 (abstract numbers) 
on the vertical.** 

Full employment is assumed, and for simplicity the level of employ- 
ment is assumed to bear a constant ratio to population. The r curve 
is assumed to rise with rising y until it reaches a maximum set by 
biological limitations (the practical maximum rather than the highest 
conceivablelevel), after which it remains horizontal. 

Output is a function of capital and labor inputs only. “Land” will 
be introduced later. A conventional production function and constant 


* The axes are those of Figure 3a in R. R. Nelson’s article [9, p. 900], which seems 
to me the sharpest delineation in print of the Malthusian model. The r curve is his curve, 
slightly adapted. For two other articles that use the graphic device of rates on one axis 
to deal elegantly with problems of economic growth, see R. M. Solow [10] and Trevor 
Swan [11]. I use a v curve here instead of the more elegant Solow-Swan sY/C curve 
(s = ratio of saving to income), because the latter becomes unmanageable when land is 
introduced into the argument. 
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returns to scale** are assumed. Each v function is a long-run function 
reflecting a constant state of the arts and a constant function relating 
saving (S) to income. An upward shift of the function results from 
technological progress or an upward shift in the S/Y function or both. 
Movement along a v function from a lower to a higher y results solely 
from an increase in the ratio of capital inputs (C).to labor inputs (P). 
The shape of the v curve depends on the operation of the law of vari- 
able proportions as the C/P ratio varies with the advance to higher 
levels of y; for at different levels of y the rate of saving and the rate 
of population growth will differ, thus producing corresponding changes 
in the C/P ratio. The specific shape assumed does not affect the argu- 
ment here, so long as the curve intersects the r curve from above, as 
in Figure 1." It must intersect thus to reflect the Malthusian assump- 
tion of a tendency for population increase to check the rise in per 
capita income. If by a fortunate accident or a lump contribution of 
capital from outside the system, y were raised above y:, for example, 
increase in population at a higher rate than in aggregate income would 
force it down again. This is the “Malthusian trap.””* 

It is assumed that there is some value of y at which both saving 
and population growth are zero. This assumption, which is not in the 
least necessary, satisfies the simplest form of the Malthusian notion of 
a subsistence level of income. In Figure 1, let this point be y:. Suppose 
now that through some exogenous force the v function shifts upward. 
In this two-factor model, v and r will reach a new stable equilibrium, 
as at ye. Population, capital, and aggregate income will increase indefi- 
nitely at a constant proportional rate, while y remains constant at an 
increased level. If the intersection is in the horizontal section of the 
r curve, as at ys, then capital, population and aggregate income race 
upward at the same rate, and one also equal to the biological maximum 
possible rate of population increase. The rapid increase in population 
(labor inputs) causes no tendency for y to decline, since labor force 
increase runs into no scarce cooperant factor. 

“A different assumption concerning returns to scale slightly complicates the statement 
of the argument without affecting the conclusions. 

* The more steeply the curve rises to the right of its intersection with the r curve, the 
less the upward shift necessary for it to arch above the r curve, eliminating the low- 
income-level intersection, and thus escaping the Malthusian low-income-level-equilibrium 
trap. Similarly, if the v curve arches upward sufficiently, at the right of its intersection 
with the r curve, it may intersect the horizontal portion of the r curve from below, creat- 
ing an unstable equilibrium that will permit escape from the low-level-equilibrium trap 
if some force pushes the system up beyond the point of unstable equilibrium. (See R. R. 
Nelson [9]). Since the empirical evidence indicates that the low-level equilibrium has not 
been escaped in either of these ways anywhere in the world, we are interested here only 
in the area in the vicinity of the low-level equilibrium; hence the precise shape of the 
curve is not important. 

* The phrase “Malthusian trap” is Nel 2n’s [9]. 
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Suppose, however, that we assume the existence of a third factor, 
land, which is augmentable only at increasing cost per unit (or, if 
you choose, is available in absolutely limited supply). Then the value 
of v at any given level of y will depend not only on the level of tech- 
niques and the C/P ratio, but also on the quantity of C and P. As 
C and P increase, the marginal productivity of increments of capital 
and labor (for convenience think of a combined unit of capital and 
labor) will diminish after a point, and after a further point the value 
of v for any given level of y will fall. This fall in v without change 
in the ratio of C to P constitutes a downward shift in the v function.” 
This downward shift, inevitable in the absence of a renewed force 
tending to push the function upward, will continue until y has returned 
to the subsistence level.”° 

Above some level of y, birth rates may fall because of a “standard 
of living” effect. That is, the attainment of this level of per capita in- 
come in some way induces a fall in birth rates.** In Figure 1, let ysz be 
this point. Then if the v curve shifts upward to the position v’, inter- 
secting the r curve to the right of -ysz, as at yy, the effect of experiencing 
this level of living will be to shift the r curve downward to the position 
r’, and continued capital formation even without technical advance will 
cause y to rise to ys. However, y will thereafter decline if the limita- 
tion on land supply continues to exert its influence, since that limitation 
will press the v curve steadily downward and thus cause y to move 
steadily to the left. 

In the model described thus far in this section, which reflects fairly 
conventional assumptions about population growth, as per capita in- 
come rises the rate of population growth rises to the biological maxi- 
mum. Further, per capita income turns downward secularly. His- 
torically, neither phenomenon has occurred. A mechanism that will 
make the model more relevant to reality is created if we assume that 
technological progress continues throughout the time period being con- 

* And is to be contrasted with movement along the curve because of change in the 
C/P ratio. 

*” The simple assumption of land augmentability only at increasing cost is not realistic. 
iThe model is more relevant to reality if instead it is assumed that technological progress 
‘increases the quantity of land, making the upward or downward drift of the v function 

matter of the specific parameters employed. However, it may be well to carry through 

analysis on the assumption of land augmentable only at increasing cost, since this is 
Malthus’ assumption. 

* Only a very broad assumption about the causal mechanism involved is necessary at 
this point. It should not be assumed that the direct operating force affecting birth rates 
is necessarily the increase in per capita income. The rise in per capita income is accom- 
panied by a shift in the occupational composition of the labor force, urbanization, and 
a decline in death rates. Somewhere within this complex is the force that produces the 


standard-of-living effect. A specific assumption about the nature of the causal mechanism 
is made immediately below. 
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sidered and also posit the hypothesis stated below concerning the 
determinants of birth rates.” The hypothesis has two elements, a 
modified standard-of-living effect and desire to perpetuate the family. 

1. The level of birth rates is determined by that of death rates. 
Birth rates are adjusted to death rates by the intention of the typical 
family to have two children grow up to parenthood so that the family 
will be perpetuated. Actually, to allow for the uncertainties of human 
life, and because in most cultures it is desired that one of the two 
children who perpetuate the family be male, the typical aim is to raise 
somewhat more than two to parenthood. Where death rates are at a 
level that birth rates cannot exceed, this intention is of course frus- 
trated. But where conditions of sustenance permit, the basic long-run 
rate of population growth is a fairly low positive rate. In equilibrium 
it does not tend to rise above that, because it is limited by standard- 
of-living considerations. (“Fairly low” may be a rate varying among 
different societies between .5 and 1.3 per cent per year.)** It would 
not be inconsistent with this formulation to find this rate positively 
correlated with per capita income, but I find no empirical evidence that 
it is. 

2. This birth rate and size of family calculus is, however, not pri- 
marily conscious and rational (though it is rationalized), but is im- 
bedded in unconscious motives” relating to sex and family inculcated in 
children during their first six years.”” Hence the minimum lag between 


* The relevance of the model to reality is increased by a simple extension of the con- 
ventional standard-of-living thesis, namely, the assumption that a standard-of-living effect 
occurs at any level of per capita income above subsistence, if that income level is ex- 
perienced for a minimum period. There is no theoretical justification for assuming any 
specific floor of per capita income below which a standard-of-living effect does not occur. 
This assumption eliminates the rise of the population growth rate to the biological maxi- 
mum, except in the case of a very rapid fall in death rates. We should not, however, rest 
with this extension of the standard-of-living thesis, since further specification*of thé de; 
terminants of birth rates creates interesting results in the model. 

* For consistency with the findings of modern social science, we must assume that this 
minimum rate is culturally, not biogenically, determined, and varies among societies. Ire- 
land and China may perhaps be taken respectively as extreme cases of a low and a high 
tendency to population increase. 

*T use the word “motive” in its technical psychological sense, as equivalent to the other 
technical terms “need,” “motivation,’ or (as used by some psychologists) “drive.” It 
does not refer to a conscious purpose. 

* Perhaps during the “genital” period of the ages 3 to 6 years, when the relationship 
that Freud termed the “family romance” appears. Concerning this period, see, e.g., O. S. 
English and G. H. J. Pearson [4, Ch. 5]. The speculation that this period may be im- 
portant in the determination of birth rates, while consistent with present-day theories of 
personality formation, is purely my own. The assumption stated in the text is over- 
simplified. Certainly the relevant motives are reinforced, or in the exceptional case altered, 
with resulting inner conflict, during adolescence. Thus during traumatic periods, birth 
rate changes might occur within a decade of events causing them, such as war. Such 
traumatic causes of change are ignored here. 
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a fall in death rates and the resulting fall in birth rates is the period 
from age 6 to parenthood. Further, since these sex and progeny mores 
are transmitted unconsciously, ones appropriate in association with 
high death rates may be transmitted for up to say four generations 
after death rates begin to fall. Between these limits, the upper one of 
which is based solely on historical data, the length of the lag varies 
inversely with the speed and conspicuousness of the decline in death 
rates. In England, where the decline was slow, gradual, and for some 
time hardly noticed, the lag was four generations; in Western Europe, 
it was shorter; in low-income societies now experiencing rapid and 
spectacular declines, it may be the minimum. 

The alternative assumptions that a decline in birth rates depends on 
a rise in per capita income and on a fall in death rates are both con- 
sistent with the historical evidence, for until recent generations a 
rise in per capita income and a fall in death rates have occurred to- 
gether. The latter assumption seems to the writer more consistent with 
modern psychological theory, but an empirical test must await another 
generation. 

Since any single technological improvement will tend to shift the 
v curve upward, continuing technological progress at any rate what- 
ever will counteract diminishing returns sufficiently to hold per capita 
income above subsistence and cause a standard-of-living effect, though 
if land stringency is great and the rate of technological progress very 
slow, the system may return virtually to the subsistence level of y 
within a few years, and the decline in the birth rate may be negligible. 
With a faster rate of technological progress, which holds the v function 
appreciably above subsistence for a sufficient time, there will follow a 
noticeable decline of death and birth rates until both reach minima, 
after which a rise in per capita income may continue. 

The process is illustrated in Figure 2. Let us assume for graphical 
simplicity that the v function rises to its position 2 and hovers at that 
level. The upward shift causes a rise in y and 7 to the intersection 
5 of the r: and v2 functions.” The rise in r was of course via a fall 
in death rates. At the higher level of y, after a lag, birth rates also 
will fall. The resulting fall in the rate of population increase constitutes 
a fall in the r function, as to position rz. The value of r falls from 
5 to c. Since r is now less than v, y and r again rise, this time to its 
intersection d of the rz and v2 curves. The rise in r is via a further fall 
in death rates. A further fall in birth rates then occurs, and the process 
is repeated, r moving from d to e to f to g to #.” Here the process stops, 

* The value of y and r will reach this short-run equilibrium via a path which lies be- 
tween the two curves. 


* While Figure 2 portrays the process as a “ratchet” effect, the downward shift of the 
r function and the rightward shift of the values may be expected to be continuous. 
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if we assume that in position 4 of the r function death rates (and there- 
fore birth rates) have reached a minimum. Before death and birth rates 
reached their minima, the system passed through a period of considera- 
ble population growth, but the characteristics of the model guaranteed 
that as aggregate output rose population growth would not rise as fast, 
i.e., that per capita income would rise cumulatively. 


"% 


FicureE 2. THE STANDARD-OF-LIVING Errect at A Low-Income LEVEL. 


Before the system reaches point 4, technological progress may have 
created new land (new minerals, cheaper ways of extracting them from 
low-grade deposits, plastics, new energy sources), thus pushing all or 
part of the » function upward; or may have created new substitutes 
for labor (labor-saving inventions), thus flattening out the con- 
cavity downward of the function (raising the right-hand portion of the 
curve), and pushing the intersection /# to the right. For one or both 
reasons, the point # may recede rightward, and rise in per capita in- 
come may continue. This has happened to date in the technologically 
progressive countries of the world, and the two tendencies show no 
evidence of coming to an end or even slowing down. 

We may next consider the effects of exogenous declines in death rates 
in a system at the subsistence level of income. When improved medical 
and health measures are introduced, it becomes possible for the popu- 
lation barely to reproduce itself at a lower level of per capita income. 
Graphically, in Figure 1 the r curve, retaining its former general shape, 
shifts to the left. There is a new subsistence level of income, the inter- 
section of the v and 7 curves with the latter in its new position, some- 
where to the left of y:. There is now population growth at the income 
level y:; it will cause per capita income to fall progressively until the 
new subsistence level is reached. In the process, death rates will rise 
again, starvation and diseases associated with malnutrition replacing 
malaria, venereal disease, etc., as major causes of death. Birth rates 
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may or may not fall during the shift, depending on the time period in- 
volved before the new equilibrium is reached, but in any case they 
will remain above death rates and the new equilibrium will inexorably 
be approached.” 

If such an exogenous decline in death rates is brought about in a 
system experiencing technological progress, the increased rate of 
growth in population will tend to reduce per capita income, but equi- 
librium will be reached above the new subsistence level, and the process 
sketched above of reduction in death and birth rates to their minima 
and then continuing growth in per capita income will occur. 


Ill. The Malthusian Model 


The reader, if he has a Malthusian model in mind, will have observed 
that the model presented here differs from it in various pasgiculars. 
This is obvious even though Malthus’ presentation in successiv.: issues 
of the Essay [7] and in the Encyclopedia Britannica [8] varies suffi- 
ciently in detail and is sufficiently lacking in rigor so that it is difficult 
to reach an agreed-on simple statement of the model. But perhaps the 
following five points, either because of explicit statement by Malthus 
or by the requirements of the model, may be regarded as essential.” 

1. The birth rate is not influenced by the level of income, and im- 
plicitly not by death rates. As a result, a decline in the death rate 
simply increases the rate of population increase. 

2. Land is augmentable only at increasing cost. 

3. A law of variable proportions operates. 

4. Some sort of restriction on capital accumulation operates, so that 
capital accumulation cannot offset the limitation on quantity of land suf- 
ficiently to prevent per capita income from falling as population rises. 

5. Technology is constant—or, technological progress is not related 
in any causal way to population growth, but if it occurs is only a coin- 
cidental development that may for a time stave off the results of dimin- 
ishing returns. 

The initial statement of a model associated with Figure 1 incor- 
porates these assumptions, with the exception that a neo-Malthusian 
standard-of-living effect at a fairly high level of income is posited. It 
follows, as it does from any rigorous formulation of a Malthusian 
model, that if some force (not explained by the model) causes growth 


*It is possible to assume that population growth, by “stirring up the society,” induces 
a rise in the v function and prevents this result. The assumption however seems un- 
realistic and uninteresting. 

*TI am indebted to H. J. Barnett for suggesting, in conversation, this summary of the 
Malthusian system. 
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in aggregate income, it can increase per capita income much above sub- 
sistence only if the rate of growth in aggregate income exceeds the 
maximum possible rate of population growth, or if moral self-restraint 
concerning procreation reduces the birth rate. The unrealistic assump- 
tions would not be objectionable if they resulted in an analysis that 
satisfactorily explained reality. But the contradiction between Mal- 
thusian analysis and the facts of population history suggests that the 
Malthusian model is an impediment, not an aid, to our thinking about 
population. 

Important Malthusian strains have persisted in our thinking and in 
university teaching. I suspect that they have persisted largely because 
the model predicts population growth, population growth has occurred, 
and we have not had a satisfactory alternative explanation. It is of 
coursé important to retain the simple notion that rise of income above 
subsistence tends to result in population growth. But we need to an- 
alyze that growth by tools more relevant than the Malthusian ones. 


IV. Applications of the Model 


In conclusion, consider the application of the model presented here 
to the three empirical cases of population growth. An important appli- 
cation of the model is to the case of continuing technological progress. 
Previous doctrine has suggested that a rise in per capita income may 
itself induce population growth that will check the rise in the income 
level. The model presented here suggests that wherever continuing 
technological progress occurs, it will tend continuously to raise per 
capita income, and without an interval of population growth at the bio- 
logical maximum rate. This implication of the model seems a reliable 
indicator of the course of events in the present low-inceme countries, 
if population growth is induced only by rising per capita income. The 
model suggests further that if technological progress is sufficient so 
that growth in aggregate income keeps pace with exogenous growth in 
population, after a period birth rates will follow death rates downward. 
Per capita income will thereafter steadily rise. 

However, in many low-income countries, population growth is now 
occurring because of improved health and medical measures, and tech- 
nological progress is not sufficient to prevent a fall in per capita in- 
comes. The model suggests slightly greater hope for avoiding popula- 
tion catastrophe in such societies than does the conventional standard- 
of-living thesis, for the model suggests that the decline in the death 
rate may lead after a lag to a decline in birth rates, even though per 
capita income is falling. Even so, if the minimum lag between fall in 
death rates and that in birth rates is almost a generation, the increase 
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in population in the meantime may create serious economic, social, and 
political problems. Further, even after birth rates fall they may be 
expected to remain somewhat above death rates at any level of income 
above the new subsistence level. In the absence of technological progress 
or deliberate measures to reduce birth rates, per capita income may be 
expected to continue to decline. The implications of the model are more 
optimistic than those of the conventional model only in that it implies 
in some cases a longer period of grace, before per capita income falls 
to the subsistence level, in which to attain technological progress.* 

Before the model can be used to forecast the trend of population 
in countries where birth rates have risen markedly after the second 
world war, it is necessary to test the consistency of the model with that 
development. F. W. Notestein has observed™ that with respect to West- 
ern Europe and the English-speaking countries, the post-world war 
phenomenon is a dual one. With the conspicuous exception of five 
countries, Norway, the United States, Canada, Australia, and New 
Zealand, a new equilibrium in birth rates is being approached. Gross 
reproduction rates in the other countries involved are now tending to- 
ward a level roughly 15 per cent above the secular minimum. All but 
the five countries lie close to a regression line relating the ratio be- 
tween average gross reproduction rates of recent postwar years and 
those of 1935-39 to change in the gross reproduction rate since 1950. 
Where the ratio is above 1.15, gross reproduction rates are falling; 
where below, they are rising. The five countries, however, lie far above 
this regression line. 

In Western Europe before the “vital revolution” associated with the industrial revo- 
lution occurred, birth rates were around 35 per thousand, or almost 10 per thousand below 
present birth rates in present peasant societies. Some observers see in this fact a cultural 
(or, conceivably, biogenic) difference that bodes ill for the peasant societies. The higher birth 
rates of present peasant societies result in a higher rate of population increase for any 
given level of death rates. This alone is extremely important. It is also possible that the 
higher birth rates may be associated with a greater resistance of birth rates to the down- 
ward pressure of decreasing death rates. On the other hand, it is likely that birth rates 
in Europe during the Middle Ages, for which we have qualitative historical knowledge but 
no data, were also above 40; and that the successive technological improvements of the 
Middle Ages or the sharp rise in living levels that followed the Black Death, had reduced 
death rates for a sufficient time to cause a fall in birth rates to about 35, long before the 
continuing technological improvement of the industrial revolution initiated further decline. 
If so, there is no reason to assume any fundamental difference in behavior between pres- 
ent peasant societies and Western Europe, though of course variation among individual 
societies is to be expected. 

In some societies the mechanism by which birth rates were held to around 35 was late 
marriage. This is not inconsistent with the thesis just stated. Delay in marriage, which pre- 
served an increased level of living, may have been a reaction to a reduced need for pro- 
creation. 

* In conversation with the writer. 
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Even before I learned of Notestein’s observation, I had assumed 
that because of the lag in adjustment of the relevant motivations to 
objective circumstances, the decline in birth rates might overshoot the 
equilibrium level and then reverse itself a generation later.** Ac- . 
ceptance of this “overshooting” thesis, however, leaves the cases of the 
five countries to be explained. 

Four of these exceptional cases are among the six countries with the 
world’s highest per capita incomes.** This suggests that there may be 
a positive correlation between per capita income and the rate of popula- _ 
tion growth which is concealed by other influences until the demogra- 
phic revolution is completed.** However, this thesis is contradicted by 
intercountry comparisons for the 1920’s, 1930’s, and 1950’s, and it 
seems necessary to reject it. 

Alternatively, it is possible that among the satisfactions to which 
an increase in income from one generation to the next will be devoted 
is that of having a larger number of progeny. A rise in income will 
tend to cause a rise in the population growth rate via a declining death 
rate, if the death rate is in fact declining, and via a rise in the birth 
rate, after decline in the death rate has ceased. Under this hypothesis 
the population growth rate will tend to fall back to the basic level 
referred to above (p. 319) if the rise in income comes to an end, 
even though the higher level of income persists. On grounds of per- 
sonality theory rather than of population data, this thesis is plausible. 
Casual observation suggests that it is in general agreement with his- 
torical facts. 1 have not attempted a more rigorous test of it. 

Another possible explanation is that the recent rise in birth rates 
results from some immediate connection between creative energy and 
sexual activity, and that the sources—whatever they may be—of the 
creative energy which has lifted output rapidly after the second world 
war are also the sources of the current desire among young parents for 
larger families. Some psychologists studying personality believe that 
there is a close connection between creativity and sexual activity.** So 
far as our uncertain historical knowledge indicates, this hypothesis is 
consistent with the behavior of population during early perigds of 
industrialization. Acceptance of this thesis, however, requires an ex- 
planation of why birth rates in other countries of Western Europe now 


* This is a refinement not introduced into the model above. 

* The other two being Great Britain and Switzerland. 

“Tn research begun while each was a graduate student at the University of Chicago, 
G. S. Becker and R. E. Weintraub believe that they have found evidence to support this 
thesis. Each has presented his findings in a manuscript not yet published. 

* According to F. W. Barron, in conversation with the writer. 
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economically vigorous are not higher, and the thesis can be fitted to the 
facts of the 1920’s only with some difficulty. 

Therefore, while in the writer’s judgment the hypothesis concerning 
the effect of rise in income level has support in personality theory, it 
may be necessary to state simply that the rise in birth rates after the 
second world war constitutes a shift in the population function resulting 
from the successive stresses of depression, war, and postwar tensions.” 
The hypotheses that suggest themselves now concerning that shift are 
not inconsistent with those presented above relating to other aspects of 
population growth. Since this is true, it is reasonable to apply the model 
presented here to the high-income industrialized countries of the world 
as well as elsewhere. 

A word about the very long run is in order. Even at a rate of growth 
of 1 per cent per year, the world’s population would double in 70 years, 
quadruple in 140, reach a mass equal to that of the earth in a few thous- 
and years, and so on. But this fact does not seem to me the cause for 
alarm that it appears to some observers. These observers do not seem to 
have taken account of the prospective trend in technology. In the coun- 
tries of the world where population has grown the fastest during the 
past 150 years, the advance in technology has far outstripped it, and 
per capita income has steadily risen. There is reason to assume that this 
relationship between technological progress and population growth will 
hold true in the future for the entire world. Technological progress is 
now spreading to the other major countries of the world, and during the 
twentieth century will probably have spread to virtually all countries. 
There is no reason to place any given limits on the creation of resources 
by technology. One of the determinants of the rate of technological 
progress is the base of existing scientific and technical knowledge; in- 
creasingly rapid expansion of that base provides a foundation for in- 
creasingly rapid advance of technology, and without any definite limit. 
While population is reaching a mass equal to that of the earth, tech- 
nology may progress so that subsistence and energy are obtained from 
the entire known universe, or several such universes, and only one man 
in a thousand may be living on the earth. 

Of course, in the very long run human beings may be devoting less 
of their energies to technological progress, and it may slow down. But 
population functions in the far future may also be radically different 
from those now operating. One may well feel deep concern about the 
intermediate-run problem in certain low-income countries that are not 
experiencing technological progress, but it seems reasonable to be more 
concerned with any of a dozen other world problems than with that of 
prospective “standing room only.” 


* See n. 25, above. 
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THE SHAPE OF THE INCOME DISTRIBUTION 


By STANLEY LEBERGOTT* 


A good deal of received theory on the distribution of income rests 
flatly, if a bit uneasily, on the truism that “the” distribution of income is 
highly skewed. Since Quetelet and Galton emphasized how many hu- 
man characteristics were normally distributed, the contrasting skewness 
of the income distribution has presented something of a problem. Yet, 
as Tinbergen put it, “no generally accepted interpretation of the statis- 
tical regularities seems to exist. . . . This is the more remarkable since 
the inequality in the income distribution is at the bottom of some of the 
most important problems of economic policy” [38, p. 156]. 

We have not, of course, lacked for explanations. Some stipulate com- 
ponent distributions which, joined together by one analyst, may not be 
torn asunder by any other. Some invoke a mysterious necessity that 
inheres in the Pareto coefficient. Many rely on the theory of noncom- 
peting groups. Few explanations are without merit; few without some 
relevance to the way in which income is distributed in the United States 
today. But a closer examination suggests that most explanations fail to 
explain. Some are too effective. They describe with equal facility, and 
by identical functions and parameters, the distribution among Prussian 
taxpayers in 1852 and American families in 1958. Others explain only 
part of the distribution—the part most readily fitting a particular 
mathematical function. Some premise social or economic structures that 
differ massively from those that surround us. Others report an economy 
seen only by the light that never shone on land or sea. 

The present paper reviews some of these theories, looks to the pres- 
ent facts on the distribution of income in the United States today. It 
concludes that the relevant U. S. income distribution shows far less 
skewness than we are accustomed to think, while such skewness as does 
exist is readily explained by the nature of our financial organization. 


I. A Review of Past Theories 


The apparent skewness of the income distribution, as demonstrated 
by Ammon and Pareto, is a triumphant first fact upon which a mass of 
economic literature has been erected. Explanations -have been gener- 
ously varied. 


* Lexington, Massachusetts. On leave, U. S. Bureau of the Budget. 
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LEBERGOTT: INCOME DISTRIBUTION 


A. Transformation of the Normal Curve 


In one explanation the normal curve is transformed by Edgeworth’s 
method: “the frequency curve of a variate is . . . ‘translate’ from a 
normal curve by the aid of an arbitrary function of its argument” [55, 
p. 6] [5, p. 364] [33]. Essentially this method was used by H. L. 
Moore, R. Gibrat, D. G. Champernowne, M. Kalecki and others who 
add increments of income to an initial income distribution in proportion 
either (a) to the levels already achieved, or (b) to the excess in ability 
of given members of the distribution over the lowest (or median) mem- 
ber? [29, p. 89] [7] [8] [21] [39]. The difficulty with many such func- 
tions is a simple one: they do not fit the data. The original Pareto func- 
tion described only a portion of the reported income distribution—a 
point initially recognized by Pareto but apparently later subject to 
underemphasis. Neither does the Gibrat formula, even as modified by 
Kalecki or Champernowne, fit the entire distribution at all well® [21, 
p. 169] [7, pp. 614-15]. 

What is particularly incomprehensible is the willingness of some 
analysts to deal with only whatever part of the income distribution fits 
the function—and then deduce serious economic consequences and 
deep social necessities. (The “virtual identity” of Pareto coefficients in 
many societies, to which many since Pareto have called attention, is a 
charming artistic observation, not a scientific one. The coefficient is 
capable of such limited variation that it would not appear much differ- 
ent in the ocular analysis of data for a Fourierist society, a communist 
or a capitalist one.) It is of more than passing interest that both a lead- 
ing mathematician (W. Feller) and a distinguished economist (Pigou) 
have independently picked the same adjective when they describe 
Pareto’s function, or the neccessity for it: “mysterious* [11, p. 418] 
[32, p. 650]. 

There exists, however, one method of “translating” the normal curve 
to derive a skewed distribution, and fit it comprehensively, that rests on 
a sounder and more penetrating economic analysis. It emphasizes the 
ownership of capital as the deciding element. Thus, Kapteyn states that 


* Wicksell refers to the distribution of logarithms of variates developed by Fechner— 
presumably prior to Pareto’s particular use. 

? Cf. the work of Van der Vijk as noted in [10] and [39]. 

* Champernowne [7] develops formulae that fit better than Gibrat’s [16], but if we 
apply them to the only set of data he presents that include low-income recipients—for the 
United States in 1947—his results are hardly satisfying. Thus even his 5-parameter formula 
gives estimates in error by 13 per cent or more for 4 of the 12 income intervals. 

*Pigou refers scathingly to Pareto’s distribution function “for the existence of which a 
mysterious necessity seems to have been discovered.” 
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one of the principal causes of deviation in wealth is to be found in gains 
and losses of capital, these being “roughly proportional to the capital 
[already] possessed” [23, p. 43]. This assertion, of course, forces the 
inquiry back one stage: how did the variations in capital themselves 
come about? The solution presumably is found in a factor emphasized 
by Pigou and Herbert Hoover—inheritance: the capital accumulation 
of many generations provides the basis for substantial current streams 
of property income® [32, p. 65] [19, p. 29]. These explanations are 
closely related to those of H. Bernadelli, R. S. G. Rutherford, and a 
brilliant unpublished study by Robert Solow—each of whom relates 
income in this year to income in the prior year’ [2] [33] [34]. 

Now surely the biblical apothegm—to him who hath shall be given— 
is uncontestable, even when veiled in mathematical and analytic form. 
For despite the most random and extreme movements from year to 
year, persons do tend to maintain the same position within the income 
distribution. If we merely stop with last year’s income, however, we are 
left with the question of how that pattern arose. If we continue the 
regress until we explain the income in a given year by the role of inheri- 
tance, what do we have? Certainly an explanation that might apply to 
some countries in the historic past. 

But is it of substantive use for understanding how income is distribu- 
ted in the United States? Suppose we take as an indirect indication of 
the power of inheritance in molding our income distribution the data we 
possess on the occupational ladder. Whether we look at the tremendous 
occupational shifts from immigrant parents to children of immigrants 
or to spot studies of such shifts in earlier decades, it is hard to develop 
a great role for inheritance in the past.* We have more recent evidence, 
though still very partial. It suggests that many in the upper occupa- 
tional groups—where we would expect inherited property to be of most 
consequence—come from parents in the semiskilled, clerical and labor 

* Kapteyn rejects Pearson’s rather tautological analysis of skewness as originating “when 
the tendency to deviation of one side of the mean is unequal to the tendency to deviation 
on the other side” [23, p. 5]. He emphasizes instead that “causes independent of the size 
of the individual produce the normal curves, [while] causes dependent on this size produce 
skew curves” [23, p. 13]. 

* Herbert Hoover [19, p. 29] recommended inheritance taxes after the first world war 
“to thaw out frozen and inactive capital and the inherited control of the tools of 
production.” 

*Solow points out that in principle there is no reason why we need allow only for the 
income of the prior year. His model, however, and his empirical res suggest that 
such other elements are unessential variates. 


* Data on occupational shifts appear in E. P. Hutchinson [20]. The study by Taussig 
and Joslyn [37] is well known, while David A. Wells [54, p. 351-53] has some interest- 
ing data on the proposition of shirt sleeves to shirt sleeves in three generations. 
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groups.’ And the income tax data for the nation as a whole show that 
current earnings play a dominant role even at high-income levels.” 


B. Two Overlapping Distributions 


An alternative approach contends that two independent factors or 
distributions are involved, each perhaps normal, but so overlapping that 
they create the characteristic skewed income distribution. In its sim- 
plest form, as in Boissevain’s two-factor analysis, this analysis falls 
into difficulties because it must presume—without any particular war- 
rant—that the factors are quite uncorrelated. Waxweiler [53], for 
example, proposes a completely independent factor on the supply side 
and one on the demand side. Unless we posit zero correlation, we are up 
against the difficulty that the joint distribution of two normally distrib- 
uted variates will itself be normal. A distribution of intelligence quo- 
tients, for example, is normal even though it reflects half a dozen sepa- 
rate achievement distributions for different components of the standard 
I. Q. tests. Yet what warrant do we have for positing zero correlation 
to begin with? It is not particularly reasonable as an hypothesis. It is 
not especially heuristic as a premise. 

Tinbergen, too, has distinguished two distributions. He points out 
that we are concerned not merely with the distribution of abilities to 
earn income but likewise with a distribution of preferences for income: 
“the valuations for the labour to be performed, on the one hand, and for 
the wages to be received, on the other hand.”** He assumes the latter 
to be unequai, since “a person who has special ability for a job which 
requires an effort s will be prepared to accept a relatively lower wage 
than somebody who does not possess this ability” [39, pp. 199-200]. 
Let us concede that the resistless instinct of workmanship does per- 
suade some expert members of the labor force to accept only average 
(or below-average) earnings rates. Let us go on to stipulate that it 


* Cf. the occupational data in the six-city mobility study as reported in Herman Miller 
[27, p. 32]. 

*[51, Part I, Table 3] [49, Table 7]. From these sources it can be seen that if upper- 
income recipients with earnings and with other types of income earn no more than the 
average amount earned by others at the same income level, the residual contribution of 
their nonearned income to total income is relatively small. This residual must be increased 
somewhat to reflect the fact that in some instances earnings from self-employment may 
have been made possible in the first place only by inheritance of the business, or capital 
to buy the business. Yet even after making an allowance for such a factor, we would be 
hard put to maintain that inheritance is now a major factor in shaping the U.S. income 
distribution. 

™ [39, pp. 207, 198]. Tinbergen refers to the work of J. Van der Wijk, who develops a 
normal distribution not for income but “the logarithm of income less a certain minimum” 
—a procedure similar to that of H. L. Moore, Harold Davis, etc. 
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could persuade still others to do so if necessary to keep their skills bur- 
nished bright. But the evidence of today’s market suggests that few 
persons do make such concessions: superior skills generally command 
superior rates. Where they fail to, it is not because their possessors 
willingly accept lower incomes [24, p. 79 and passim].” 

As there is a taste for work, so there is a taste for risk—and this too 
has been invoked to explain the shape of the income distribution. This 
explanation starts from the common dichotomy between “those who 
prefer a secure though modest return . . . and those who play for big 
stakes and are willing to assume risk in proportion” [31, p. 289]** As 
developed by Friedman the theory does not presume two groups of in- 
dividuals but rather two sets of actions by every individual, one set 
having “results which are not accessible to redistribution,” while the 
results of the other are [12, p. 288] [cf. 13] [cf. 2, p. 359]. Since the for- 
mer set of actions involves participation in a lottery, no (sizable) nega- 
tive income arises for any participant; the “fraction of winners is close 
to zero,” but nevertheless positive; and a group of very high incomes 
appears. Such a process could readily account for the characteristic tail 
at the upper end of the income distribution [12, p. 289]. This well- 
developed and ingenious model is one of the very few that offers an 
explanation for the lack of a tail at the lower end of the income dis- 
tribution. And it sorts out the key elements that must be included in 
a really useful analytic model. 

But it does not necessarily bear closely on the actual distribution of 
income in the United States today. The person in our society with the 
greatest taste for risks is of course not the entrepreneur or millionaire 
but the small-income wage earner. It is the wage earner, and not the 
entrepreneur, who regularly bets against impossible odds—on policy 
lotteries, sweepstakes and football pools. Atkinson’s fascinating data 
suggest that it is the small investor (more often than the wealthier) 
whose portfolio is dominated by low-rated, speculative stocks [1, pp. 
125-26] [36]. Above all “a taste for risk” more obviously motivates the 
millions of wage earners who, in any year, throw up their jobs and uproot 
their families in the venturesome hope of bettering their incomes, than it 
does the prudent investor. For the latter hazards only a portion of his 
capital (after consulting his lawyer, broker and accountant), frequently 
seeking investments that have been guaranteed by a government agency, 
and relying on the consolation offered by government tax offset if the 
worst happens. Yet it is such investors with a taste for caution and 


™ More than one firm has adopted high-wage policies as a method of securing top- 
quality workers. 

* Perlman refers the distinction back to Sombart’s contrast between the guild aim of “a 
secure livelihood” and the businessman’s “boundless desire to amass wealth” [31, p. 6]. 
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the sure thing, who dominate the upper end of the income distribution. 

However, most of these considerations are irrelevant: since neither 
the income receipts of the risk-taking wage earner nor those of the en- 
trepreneur are “accessible to redistribution,” the premises of the model 
are not met so far as concerns the present-day distribution of income in 
the United States.** Fruitful conclusions may yet flow from such prem- 
ises. But there is, as yet, no substantial store of such conclusions. 

It is on a related difficulty that Wicksell’s (and latterly, Haya- 
kawa’s) analysis fails. Wicksell emphasized that earnings from business 
are “the sums of the profits in an (often great) number of transactions 
... the greater the risks . . . the greater eventual losses or returns” [55, 
p. 12] [18, p. 181].*° Such theories could account for a symmetrical dis- 
tribution, with entrepreneurs appearing in equal numbers at the lower 
end of the income scale and at the upper. They do not explain the 
actual one, with its positive skewness. 


C. Noncompeting Groups 

Of all the explanations of income inequality, the chief is probably the 
lack of mobility between social strata: the theory of noncompeting 
groups.”* There exists, in Cairnes words, “a series of industrial layers 
. . . the several strata are, for all purposes of effective competition, 
practically isolated from each other” [6, p. 72]. 

What is most striking about this explanation is how distant its origins 
are. Can Adam Smith’s bitter comments on social policy in the eight- 
eenth century, when poor laws shackled the worker who sought to leave 
one shire for better wages in another, when free public education was 
nonexistent and when the secret ballot, trade unions and Chartist pro- 
posals were idle dreams——can such an analysis be used to explain in- 
come distribution in a society where public education is all but uni- 
versal; where a host of incompletely differentiated occupations compose 
the labor force; and where substantial geographical mobility character- 
izes the labor market? How relevant to today’s income distribution are 
Mill’s once trenchant references to “hereditary distinctions of caste; 
each employment being chiefly recruited from the children of those 

* At least in terms of this analysis; redistribution via the tax mechanism and govern- 


ment subsidy programs is another matter. The tax redistribution process helps destroy, 
not produce, incomes at the upper end of the distribution. 

* Hayakawa [18] finds that the skewness derives from the sum of separate distributions 
for labor income, salary income, etc. For entrepreneurial income he specified that “posi- 
tive skewness will be great”—but does not touch on the critical point of why it should 
exist, or why it should be great. 

*J. E. Cairnes [6, Pt. I, Ch. 3]. Cf. the position of Benini and Gini as summarized in 
Hans Staehle’s admirable study [35, p. 79] and Staehle’s own exposition [35, p. 87]. 
Pareto’s discussion of the conditions that preclude entry to cadres and classes in his later 
work [30, p. 2046] might be noted here. 
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already employed in it,” with “the great body of labouring people” ex- 
cluded from the most remunerative pursuits because they could acquire 
neither education nor training? [26, Bk. II, p. 459, and Bk. III, p. 
544]. There are, unquestionably, monopoly elements which preclude 
free entrance into certain occupations.” The selection of talent from the 
population at large is limited by differential access to education, to 
training, to financing. Kind words do not an open society make. But 
for many decades the “career open to talents” has characterized U. S. 
society far better than the theory of noncompeting groups has charac- 
terized it, or than the latter characterized the English social order in 
which it was developed. 

To pin such qualitative statements down a bit, let us attempt a crude 
numerical guess. We can assume that in eighteenth-century England 
the number of job changes during a year would have been extremely 
few—possibly less than 10 per cent. In contemporary America we can 
estimate that the ratio is well over 200 per cent. In 1954, for ex- 
ample, an average of 68 million persons were in the labor force at any 
one time. Yet roughly 100 million entrances into and exits from the 
labor force and shifts between farm and nonfarm jobs took place in 
that year; while we must add perhaps 70 million more job-changes 
within nonfarm or farm employments.** 

Given such an enormous volume of labor market choices, entrances, 
exits, and shifts, our initial expectation would be that here, if any- 
where, the classic conditions for producing a normal distribution must 
exist. Islands of noncompeting, of monopolistic and protected groups 
will certainly appear. Yet the broad pattern should be much like a nor- 
mal distribution. A priori explanations in terms of noncompeting groups 


™ Walter Gellhorn [15, pp. 105-51] notes that “By 1952 more than 80 separate occupa- 
tions, exclusive of owner businesses like restaurants and taxicab companies, had been 
licensed by state law.” But however serious the principle involved, the proportion of the 
labor force concerned is clearly small. 

“The annual average appears in [43, pp. 19, 35]. The shifts into and out of the labor 
force are shown in [44, Tables 17, 18, 19]. Estimates of shifts between jobs not already 
covered in these data were made by developing shift rates from two sets of data. For 
construction and trade, rates for 1949-52 were used as shown in a paper prepared by David 
Kaplan (based on Current Population Survey data) [22]. For all other employment, except 
manufacturing (i.e., primarily service and transport) the trade rate was used. For manu- 
facturing employment OASI records on the percentage of covered workers changing in- 
dustry code group from one quarter to the next were assumed to be more reliable. Rates 
were derived from these data by weighting rates for the separate age groups as reported 
in Isadore Blumen e¢ al. [4, pp. 39-41, 67-73]. The estimate made here is a conservative 
one, since no allowance was made for job changes within agriculture not already accounted 
for by the labor force change data. (Since the number of persons with work experience in 
1952 and 1954 was much the same, it was assumed that the gross change data for 1952, 
the last year published, applied equally well to 1954. The 120 million figure thus estimated 
was arbitrarily reduced to 100 million to compensate for the response variation present 
in these data.) 
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can hardly carry the conviction that they did when knowledge of the 
actual magnitudes of change in the U. S. labor market was far dim- 
mer. 


II. The Ability of Individuals to Earn Income 


When so much expert analysis fails to give a reasonably coherent 
and applicable theory of why the income distribution in the United 
States today is as skewed as it is, we are well advised to return to first 
principles. What is it that we are seeking to measure when we deal with 
the income distribution? And how best shall we measure it? 

We are concerned here with income as a measure of productivity 
rather than of welfare, hence with the ability of individuals to earn 
income under existing social and economic conditions. Conditions on 
the supply side have developed their talents for work, their abilities to 
invest, and have fired their desire for material goods. On the demand 
side still other factors have determined what places are available in the 
labor force, what skills and investments are requisite. Out of the inter- 
actions in the market come the rates of pay offered to ability and capi- 
tal. 

Given these market conditions, however, there can be no better meas- 
ure of the distribution of the ability of individuals to earn income than 
the tautological one—namely the income they earn. But once the issue 
has been put in so flat-footed a fashion, it is clear that many of the in- 
come distributions used in developing the theories mentioned above are 
irrelevant. 

1. Tax Returns. The distribution of persons filing tax returns has 
frequently been used, faute de mieux, for studying the distribution of 
income. The two are related, but only in a coarse and inconclusive fash- 
ion. For the tax population has no boundaries other than those set by 
the multitudinous provisions of this year’s tax law and the vigor of this 
year’s tax administrator. As the law is amended to cover more and more 
of the total population, the distribution inevitably changes. Even for the 
same year can we reasonably compare results for Norway (where tax 
returns cover 64 per cent of the population) with the Netherlands 
(where they cover 97 per cent) [40, p. 3]? And if we cannot, then how 
relevant is comparison of distributions and Pareto coefficients for the 
income tax populations of different countries at different times?*® The 
scope of the income tax population is too narrow and arbitrary to carry 
us far if we seek to understand and measure the distribution of abilities 
to acquire income. 

2. Families. The income distribution of families, or families and 


* Pareto, of course, had no difficulty in doing so, even when the income tax population 
included corporate entities as well as persons. 
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single individuals, is a useful welfare indicator but it does not measure 
the ability of individuals to earn income. For that matter, it does not 
even measure the ability of families to earn income, since a family’s 
income reflects not merely its ability to acquire income but the nature 
of its financial goals. Thus with fixed or slow-moving financial goals, the 
wives in many nonwhite families stopped working when the onset of 
the prosperity of the second world war increased their husbands’ in- 
come [17]. But surely family earning-ability did not decrease. With a 
backward-sloping labor supply function growing incomes would at 
some point actually produce greater and greater income “inequality.” 

3. All Earners. The distribution of all income earners is no more 
satisfactory. Its chief limitation is that it includes both men and women. 
To exclude women from the income distribution studied would clearly 
have a major impact. But this must be done because a large proportion 
of all women with income do not attempt to utilize their full ability to 
earn income. Some women work only part of the year. Others work a 
full year but only part time. And many in either group do so because— 
given family obligations, their attitude toward work, the income goal 
they seek, etc—they voluntarily limit their participation in the labor 
force. Under such circumstances what do we do if we include them in 
the income distribution being considered as a measure of abilities? 
Roughly the same thing as if we were to study the skewness in a dis- 
tribution of intelligence quotients that combined scores achieved by 
persons who took only part of the examination together with scores for 
those who took the entire examination.” Fifty years of social legislation 
can change the Pareto coefficient less than an increase in Saturday jobs 
for women— if we are concentrating on the distribution of all earners or 
income recipients. (Possibly a meaningful distribution function could 
be developed for incomes of females who seek to work a full year but 
that is a separable problem, and a very complex one.)** 

If we restrict our attention to the data for males, however, the same 
train of reasoning leads us to rule out two groups because they too do 
not attempt to exercise their full income-earning abilities. One group 
includes the youngsters, who attend school and at most work part time. 
The other is made up of older persons, many of whom are semiretired 
or completely retired. Perhaps the clearest demonstration that these 
groups must be excluded lies in a comparison of the trend in the earn- 

* George Garvy [14, p. 40] has made the point very specifically. “The economic and 
social significance of part period workers is different from that of part time workers. 
Obviously $500 earned by a young man during the balance of the year on his first full time 


job after . . . graduation” differs from the same amount obtained in part-year employment 
of a family head who was in the labor force the entire year. 


™The problem is analogous to that involved in developing tables of the work life for 
females. 
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ings and employment of males in these two age groups with that for the 
prime 35-44 group (Table 1): 


TABLE 1—TRENDs IN EARNINGS AND EMPLOYMENT OF MALES, BY AGE 


Per Cent of Males in Each 

Median Money Income of Males Age Group Working a 

with Income Full Yea, 
Age 

Increase Change 
1945 1956 1945-56 1939 1956 1939-56 

35-44 $2,473 $4,575 +$2,102 56 78 +22 

14-19 389 412 + 23 9 6 — 3 

65 and over 1,225 1,421 + 194 27 22 -— § 


Source: Income data from Bur. Census, Current Population Reports, Ser. P-60, No. 2, 
Mar. 1948, Table 15, and No. 27, Apr. 1958, Table 18. Work experience data from Bur. Cen- 
sus, 1940 Census, Employment and Personal Characteristics, Tables 1, 11, 31 and 33; and Cur- 
rent Population Reports, Ser. P-50, No. 77, Nov. 1957, Table B. 


In a period when massive gains took place in wage rates and employ- 
ment opportunities, full-time work by men in the prime 35-44 group 
rose greatly; their median income rose by roughly $2,100. Full-time 
work by youngsters and older workers, however, actually decreased; 
their gain in earnings consequently was no more than the mere rise in 
wage rates would have brought. Such relative stability for these two 
groups reflects one basic fact: their annual income measures primarily 
a level of incidental earnings, and not that of attempted full-year in- 
come.”* 

A third age group must likewise be excluded from the data for recent 
years—men 20-24. The reason for so doing is simply that a substantial 
number of these men serve in the armed forces during part (or all) of 
the year. Their annual income fails to measure what their income earn- 
ing abilities would yield when not arbitrarily limited by government 
action.” 

Of course if we could include in the income distribution being studied 
only the members of these age groups that did seek a full year’s work 
(including the youngsters who enter the labor market early and un- 
trained, the older workers who linger on unwanted for full-time work 


In studies by Dorfman and others, older workers have reported not working because 
they were “unable to work.” One might, therefore, treat them as the institutional popula- 
tion is treated below. The meaning of such declarations, however, is as yet too obscure to 
warrant such classification. Some studies suggest that some older workers report “unable 
to work,” meaning thereby “unable to secure work at wages and at skill levels to which 
they had been accustomed.” 

* Were recruiting from the civilian population a random matter, this contention would 
not apply, although there would still be a problem of part-year income receipt. 
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and who are paid at the lowest rates) a more realistic distribution 
would be developed. Should the data permit us to do so, however, it is 
certain that many of those to be included would not be at the lower end 
of the distribution. Moreover the entire adjustment could have only 
marginal impact: most persons in these age groups would continue to be 
omitted. 

The principle on which we exclude such groups, however, reaches 
only to invariant characteristics such as age or sex. Some analysts, in an 
endeavor to develop a symmetrical distribution, have excluded part- 
year workers per se, the unemployed, those with zero income, those in 
certain occupations. There is little basis for such exclusions. For all 
we know about such groups is that they have not worked a full year or 
earned a sizable income. Neither fact demonstrates anything more than 
this—that they have brought to the market the least desired set of 
talents, and received the least employment and monetary reward in con- 
sequence. (We are not concerned here with native talent, use value, or 
wealth and illth: as a hack writer Oliver Goldsmith was too unreliable, 
as a bureaucrat Whistler was too volatile to enter the income distribu- 
tion at a point where future generations might choose to put them.) The 
facts of low income and a short work-year per se give us no warrant 
for excluding any group from the income distribution. By the same 
token, what virtue lies in excluding a given occupational group to de- 
velop a distribution of Elysian symmetry?* For one of the basic me- 
chanisms by which the economy rewards different earners differently is 
to allocate them to occupations, to industries, and to areas with charac- 
teristically different levels of income receipt. 

One puzzling group is the institutional population. Though customar- 
ily excluded from income distributions, we cannot omit them here. Since 
society pays for their maintenance, we may most realistically define 
their income as though it were negative—since it is as clearly a with- 
drawal from other incomes (or capital) as are the losses of entre- 
preneurs.” Therefore, instead of classifying them with the zero-income 
group—a reasonable alternative—their limitations of physical and 
mental qualities seem best reflected by classifying them as having nega- 
tive incomes.” 

* For a convenient and lucid presentation of the data by employment status and occu- 
pation, see Herman Miller [27, esp. Ch. 3] [28]. For an effective review of the wage rate 
data in one area see Frederic Meyers [25]. 

* Ammon implied this classification for “beggars, inmates of institutions” and those 
gc do not receive any income of their own, and yet are being maintained” 

* The 1950 Census report [42, Table 3] gives us the basis for estimating the number 


of males in the 25-64 age group. This total was raised to 1954 levels, but reduced to exclude 
persons in correctional institutions [42, Table 4] on the analogy of the armed forces, their 


er 
Je 


LEBERGOTT: INCOME DISTRIBUTION 


III. Incomes of Males Aged 25-64 


Suppose, then, in our attempt to measure the ability of individuals to 
earn income under existing social and economic conditions we pass on 
from income distributions for taxpayers, families, individuals, to that 
for all males, and thence to the male distribution exclusive of those age 
groups in which the typical person does not attempt to earn a full year’s 


TABLE 2—MoneEy-INcoME DisTRIBUTION, CIVILIAN MALEs, 1951 
(Per cent distribution) 


Males 
All Males Age 25-64 
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Total with income 


Without income 
Institutional 


. 


Grand Total (civilian) 


Source: Bur. Census, Current Population Reports, Ser. P-60, No. 11, May 1953, Table 3; 
and 1950 Census, Institutional Population, Table 3. 


income. We are left with the distribution of Figure 1 and Table 2 for 
the 37 million males aged 25-64.” This distribution covers a large, end- 
lessly varied set of persons—the fully employed and those who secure 


income, too, being limited by society. One could, of course, make an argument to the effect 
that the very fact of their being in correctional institutions was a reflection of their 
inability to earn income under current social arrangements. However, the empirical effect 
on the income distribution of either choice is minute. 

* Data on 1951 incomes from Bureau of the Census [48, Table 3]. These and other sur- 
vey data have certain biases for which extensive adjustment has been made by the Office 
of Business Economics [52, pp. 27ff.]. (A comparison between family income distributions 
in Table 1 of the parallel Census report for 1950 [47] and the adjusted OBE family distri- 
bution in Table 19 of the latter study indicates that the major adjustments are in the 
under-$1,000 income group. These adjustments were made on an over-all basis. One can- 
not therefore demonstrate, but only assume, that the disproportionate dominance in the 
low-income group of under-20 and over-65 persons would have accounted disproprotion- 
ately for the bias in that group. Hence, the restriction of present data to the 25-64 age 
group would have removed a major share of the differential bias present in unadjusted 
data.) 
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Institutional $10,000 
and under $0 and over 


$0 $2,000 $4,000 $6,000 
to to to to 
1,000 2,999 4,999 6,999 
Ficure 1. Money Income 1n 1951: MAtes 25-64. 


only part-year work; the quick and the halt; the brilliant and the slow; 
those with wealth beyond the dreams of avarice and those who live on 
society’s bounty. Nevertheless, the joint distribution of all these per- 
sons is clearly much more symmetrical than the typical Pareto curve. 
One hardly has to invoke the shades of noncompeting groups, inherit- 
ance, preference for risk, etc. to explain this pattern. A log-normal func- 
tion is not so obviously apposite. On the other hand, distinct skewness 
still appears. Can we explain it? 


IV. Credit Rationing and Labor Demand 


In Table 3 there appear estimates for two major groups that compose 
the 25-64 distribution—those who are self-employed, and those who are 
not. Since the time of Solon (and certainly since that of Wicksell) it 
has been clear that the self-employed contribute disproportionately to 
the skewness of the income distribution. These data reaffirm this gen- 
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TABLE 3—Money Income DistTRIBUTION OF MALEs, AGE 25-64 1n 1951 
(Percent distribution by class of worker) 
Total Employees Self-Employed 
Under 1,000 {Loss f0.7 0.2 1.8 
\1-999 wt 5.0 13.9 
1-1 ,999 11.4 11.9 10.8 
2-2,999 20.2 23.1 14.5 
3-3 ,999 25.4 29.8 16.5 
44,999 15.0 16.4 12.4 
5-6,999 7.5 6.7 9.5 
7-9, 999 6.7 3.2 14.7 
10,000 and over 2.0 od 5.8 
Total with income 96.6 96.6 100.0 
Without income 1.9 1.9 _ 
Institutional 1.5 1.5 — 
Grand total 100.0 100.0 100.0 


Source: Bur. Census, unpublished data. The Census data relate not to class-of-worker but to 
occupational group. Farmers, professionals, managers and proprietors were here combined as 
an approximation of the self-employed group. The resultant inclusion of wage earners is prob- 
ably most important for the $1,000-$3,000 income level but would affect the contrast of the 
two distributions very little. 


erally accepted point. But if we examine them closely, they do more. 

The wage-earner group itself is merely composed of those persons 
who were wage earners as of the week of enumeration. During the year 
an average of 400,000 wage earners a month entered self-employment 
and almost as many self-employed persons entered the wage-earner 
group.” The presence of this component may have been a factor in 
shaping the distribution for employees, but when we turn to the distri- 
bution for the self-employed it is clear that it is this latter group that is 
the source of asymmetry. Customary explanations of the skewness in 
the income distribution concentrate on explaining the presence of the 
tail at the upper portion of the distribution. But it is clear that the self- 
employed largely account for this portion. Since the self-employed can 
lose as well as make money, however, why should not there also be a 
lower tail of equal length, also produced by the presence of the self- 
employed? 

Let us consider a simple model of the supply and demand for labor 

* Estimate based on unpublished data from the Census Bureau’s Current Population 
Survey. These gross-change figures, as others, are peculiarly subject to response variation. 


However, for present purposes it makes little difference whether the true figure is markedly 
smaller. 
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Median B 
male 
25-64 


A: Unskilled 
B: Semi-skilled 

C: Skilled 

D: Self-employed 
E E: Incompetent self-employed 


Number in Labor Force 


Ficure 2. Suppry AND DEMAND SCHEDULES By OccuPATION GROUP 


in different occupations as a means to answering this question. Figure 2 
portrays supply schedules for selected occupational groups—together 
with the portions of the relevant demand schedules where they 
intersect the appropriate supply schedules. The income of the median 
male is arbitrarily set to equal that of the occupation group in which a 
majority of males are engaged. (In fact the median for male semiskilled 
employees in the United States is much the same as that for full-time 
males in the labor force.) Averages for the other occupation groups are 
indicated. These then translate into a symmetrical distribution if the 
rates for one group are smoothed into those for the other. This smooth- 
ing occurs in practice for two reasons. First, in reality not 5 groups but 
hundreds (possibly thousands) of clearly differentiated occupations, 
with their several wage rates, exist. Second, the market even for one of 
these occupations is hardly perfect. Ignorance of prevailing raies exists 
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among employers as well as employees, the momentary exigencies of 
supply and demand in the process of reaching toward a never-achieved 
goal of full equilibrium result in a stochastic process, producing a spec- 
trum of rates paid in even the most specific, keenly differentiated occu- 
pation. The conversion of rates into income is in turn affected by illness, 
personal preference, irregularities in the production process and so on. 
That the numbers and prices that clear the markets translate into a 

smooth distribution can therefore be seen as reasonable. But how does 
this symmetrical distribution relate to the actual one? Here one may 
refer to a key dialogue between Holmes and the Inspector: 

“Ts there any point to which you would wish to call my attention? 

“To the curious incident of the dog in the night-time. 

“The dog did nothing in the night-time. 

“That was the curious incident, remarked Sherlock Holmes.” 


The most noteworthy aspect of the usual income distribution is not 
that it has one long tail—but that it does not have two. The mere pres- 
ence of one tail is no more sufficient to produce asymmetry than is the 
presence of one leg sufficient to make a man one-legged. The symmetry 
that derives from the schedules in Figure 2 comes about because of the 
presence of occupation group E. This group is composed of the in- 
competent self-employed—those capable of losing large sums of money 
as entrepreneurs. A rare combination of persuasiveness, avarice, and 
recklessness is needed. How widespread is it? Perhaps an indication 
appears in the income tax figures for 1956, which report more than 
3 million persons with incomes over $10,000—but less than 30,000 with 
an adjusted gross loss from business of over $10,000 [51, Tables 1, 6]. 
But surely there must be more than 1 in every 100 would-be entrepre- 
neurs sufficiently incompetent to lose $10,000. If so, and if there is 
no reason to assume (as is frequently done) that the income distribu- 
tion must begin at $0, why does the real distribution lack a significant 
number with negative incomes? The answer of course is that, while 
there may be a great potential supply, the demand is almost minute. 
And the key lies in our credit system. 

Who can be a Samuel Insull, Ivar Kreuger or John Law on his own 
savings? As it generally requires credit to acquire substantial incomes 
so it requires credit to achieve spectacular bankruptcies. By extending 
credit to those with great ability to make money the credit agencies 
help produce one end of the income distribution. By refusing credit to 
those with great abilities to lose money, they truncate the other end. 


V. Some Conclusions 


Incomes that are relatively high compared to typical incomes appear 
in every country in the world. Even in socialist societies, theory has 
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caught up with practice in arguing the necessity for distinctions in earn- 
ing rates in order to encourage workers to train for the more skilled oc- 
cupations and to reward higher productivity.” It is not so much the 
higher incomes which require explanation, therefore, as the lower ones 
—in this case the negative ones. 

The range from median to top income will vary from sheikdom to 
sheikdom, from capitalist to communist state. But all appear to have 
high incomes relative to the median while none have any considerable 
number of negative incomes. Credit availability plays a sufficient part 
in facilitating the receipt of high incomes in some countries, a neces- 
sary part in others—but in all countries with private credit systems 
credit rationing appears to be a major factor in preventing large nega- 
tive incomes. As such it has a decisive role in producing the skewness in 
the income distribution. 

What, in summary, has the preceding review of income distribution 
theories covered? It has not attempted to touch on the welfare aspects 
of income distribution. Income may be normally distributed and yet a 
given society may decide that all incomes are “too low” because produc- 
tive potentials have not been fully tapped, or that incomes are “unfairly 
distributed” because a tax-subsidy program could make many persons 
“better off” and only a few “worse off.” On such problems welfare 
economics may yet be able to say a good deal but this is not our present 
concern. 

The present subject has been whether income, as a measure of the 
productivity of income recipients, is normally distributed in the United 
States today. In examining this question we have concluded that the 
customary conclusion (or premise?) that this income distribution is 
highly skewed tends to derive from the study of nonrelevant distribu- 
tions—such as those for taxpayers, for families, for all individuals. We 
have contended that a relevant (and most available) distribution for 
this purpose is that for males 25-64—and that such a distribution is 
remarkably like the normal gaussian, remarkably unlike the usual 
skewed distribution. In explaining the skewness that does nonetheless 
appear in some measure in that distribution it has been suggested that 
we are really confronted by the impact of credit rationing in truncat- 
ing a normal distribution. By and large, credit agencies succeed in 
denying credit to persons capable of losing large sums of money (and 
thus contributing a long lower tail to the distribution) while affording 
credit to those who use such leverage to acquire large income. 

Few theories that have been developed fail to help in understanding 

It is interesting to find as presumably accepted doctrine a statement by Oscar Lange 


indicating “la nécessité d’une differentiation des salaires, en vue de stimuler la productivité 
du travail,” quoted in [3, p. 793]. 
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how income is in fact distributed. Inheritance may play a greater role in 
other societies, but it is certainly a factor in our own. Noncompeting 
groups and the ability of those with finer educations and preferred 
social origins to acquire larger incomes are factors of real force in all 
societies. The taste for risk, a willingness to grasp the hazard of new 
fortunes is a further element, certainly in the United States. But if we 
seek to understand the shape of the income distribution relevant to the 
measurement of productivity (and not of welfare) it would appear 
unnecessary to invoke these other elements. The shape is reasonably 
well defined as a normal distribution, truncated by credit rationing. 
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THE ACCELERATION PRINCIPLE: DEPARTMENT 
STORE INVENTORIES, 1920-1956 


By Newton Y. Rosinson* 


The primary purpose of this investigation was a partial testing of an 
adaptation of the multiplier-accelerator type of theory’ to an explana- 
tion of the minor business cycles which are frequently considered to be 
“inventory cycles.” The basic assumptions of this adapted theory are 
(1) that changes in the level of income during the periods immediately 
preceding period will, on the average, lead to a substantial amount of 
induced investment? during period m, and (2) that consumption during 
period z is largely the result of income in several previous periods. This 
study represents only a partial testing because it does not test the rela- 
tionship between consumption and income and because it measures the 
amount of induced inventory investment in only one segment of the 
economy. 

I. Method 


At the time this study was begun, the amount of monthly inventory 
data available was severely limited, a condition which is gradually being 
corrected. This project, consequently, was restricted to an intensive 
study of the substantial body of excellent seasonally adjusted monthly 
data on department store stocks and sales.* The statistical method used 


* The author is assistant professor of economics at the University of Wisconsin-Milwau- 
kee. This paper is an abridgment of his Ph.D. dissertation for Columbia University. The 
author is particularly indebted to his brother, Mark Robinson, of the Martin Company, 
who suggested the use of electronic computers in business cycle research, tutored him in 
the use of the machines and discussed most of the major mathematical and computational 
problems with the author. The computations were made on an IBM 650 electronic com- 
puter made available by the University of Wisconsin, using a program written by Arthur 
Cohen of IBM. A substantial amount of preliminary and exploratory computations were 
carried out on machines made available by the Watson Laboratory, which is associated with 
Columbia University. 

*The theory being tested is essentially an adaptation of Hicks’ general case. See [1, 
pp. 74-81]. The principal adaptation consists of using a short fixed period (one month) 
in order to reveal inventory fluctuations more completely. 

* The exact amount necessary for an expanding cycle will depend on the consumption 
function and the lag pattern of induced investment. Hicks argues that the total invest- 
ment coefficient (i.e., the ratio of induced investment to change in income) must at least 
be greater than 1 [1, p. 78]. 

*The data used were slightly more precise than those published in the Federal Reserve 
Bulletin. They were supplied through the courtesy of O. K. Thompson of the Division 
of Research and Statistics of the Board of Governors of the Federal Reserve System. 
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was that of multiple regression. The regression of change in inventories 
for period m on changes in sales in several antecedent periods was cal- 
culated by the method of least squares. 

It is possible that department store officials are more affected by 
“current dollar” figures than the “real” quantities underlying them. 
Use of undeflated data, however, could yield misleading results. If, for 
example, there were no change in real stocks or real sales but price 
changes did occur, an observed correlation might be found in the un- 
deflated data which was due solely to the fact that changes in prices 
caused simultaneous changes in the current dollar figures for both 
stocks and sales. To eliminate this possible source of bias, deflators 
were constructed from two components of the Bureau of Labor Statis- 
tics Consumer Price Index: apparel prices, given a weight of 2; and 
housefurnishing prices, given a weight of 1. 

To prevent bias due to the fact that both department store sales and 
inventories have an upward trend, changes in deflated sales and inven- 
tories were respectively expressed as percentages of a twelve-months 
moving average of deflated sales and inventories. The moving average 
computed for any given month was the average of the month in question 
and the 11 immediately preceding months. 

The use of percentage differences also guards against another im- 
portant possible source of misleading results. For example, inventory 
investment during any given month will be affected by sales in each 
of several preceding months. If sales for period m-1 are included as one 
independent variable and sales for period m-2 are also included as 
another independent variable, a quite high correlation would exist be- 
tween these two independent variables. Where high correlations exist 
between independent variables, the system becomes unstable (i.e., 
small changes in the input data cause large changes in the regression 
coefficients). Use of percentage changes in sales, rather than sales 
themselves, substantially reduced the correlation between those in- 
dependent variables, resulting in a stable system. Evidence of the 
stability of the system was obtained from a study of the inverted cor- 
relation matrices. Since none of the elements of the inverse were unduly 
large, the system was stable.* 

Another statistical technique which should be explained is the use of 
absolute values (i. e., numerical values without regard to sign) of per 
cent changes in sales to test the hypothesis that upward changes have a 
different effect from downward changes in sales. If the absolute values 


* Indicated orally by Mark Robinson who quotes John von Neumann and H. H. Gold- 
stine [2]. Actually, a number of the multiple correlations performed in the course of this 
study were considered to be unstable. The results of such multiple correlations are neither 
presented nor discussed here. 
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of changes in sales for a certain lag show a statistically significant posi- 
tive partial correlation with inventory changes, when algebraic changes 
in sales for the same lag are included as another variable and also show 
a significant positive partial correlation, then the evidence indicates 
that an increase in sales for the given period has a greater effect on 
inventory change than does a decrease.* 

In addition to the variables of primary interest, other variables were 
included in the multiple regression to investigate their effect upon in- 
ventory change. These additional variables included changes in whole- 
sale prices (expressed as a percent of the twelve-months moving aver- 
age of wholesale prices) for several different lags, inventory changes 
(expressed as a per cent of the twelve-months moving average of in- 
ventory change) for several different lags, the prime rate of interest 
and change in the prime rate of interest. Other variables that were in- 
cluded did not yield results of much value.’ Since several series were 
included for different lags, each lag constituting a separate independent 
variable, a total of 33 variables were included. 

The multiple regression program permitted the elimination of vari- 
ables which proved undesirable. The last phase of the multiple regres- 
sion (matrix inversion) could then be performed without those vari- 
ables. Consequently, a substantial number of multiple correlations were 
performed to test the effect of eliminating or not eliminating certain 
variables or groups of variables, or to eliminate variables which were 
not statistically significant or which caused instability. 

The observations were broken into two periods which eliminate the 
months that were most disturbed by the second world war and the 
Korean war. The first and most important of these periods was the 
interwar period, March 1920 through July 1941. October 1948 through 
June 1950, and November 1951 through March 1956 were included in 
the postwar period. All the observations included in the interwar or 
postwar periods were included in what is called the combined period. 
Thus we have three sets of results: for the interwar period, for the post- 
war period, and for the combined period. 


*If both algebraic sales-changes for period n-2 and the absolute values of sales-changes 
for period -2 are included, we have two regression coefficients for period n-2. If we 
assume that the regression coefficient of the algebraic changes in sales for period m-2 is .5 
and the regressional coefficient of the absolute values of changes in sales for period n-2 
is .2, an increase in sales of 1 per cent during period -2 will, on the average, cause an 
increase in inventories during period m of .5 per cent plus .2 per cent, or .7 per cent. On 
the other hand, a sales decrease of 1 per cent during period n-2 would cause, on the 
average, a decrease in inventories of .5 per cent plus an increase of .2 per cent, or a net 
decrease in inventories of .3 per cent. 

* These were deflated sales for period n-2, deflated stocks for period n-2, and the average 
stocks/sales ratio (average of period n-1, n-2 and n-3). 
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II. Results and Their Interpretation 


By far the most interesting and important results were the estimates 
of the amount of induced investment in department store inventories 
associated with changes in department store sales. Since a considerable 
number of multiple correlations were performed, there is a question 
as to which provides the best estimate of the amount of induced in- 
vestment. For the purpose of testing multiplier-accelerator theories, 
it is not necessary to determine whether changes in sales directly cause 
changes in inventories or whether changes in sales are associated with 
changes in some other variables which cause changes in inventories. 
Hence, it is not merely unnecessary but actually undesirable to include 
any variables other than the dependent variable per cent change in 
inventories during period m, and per cent changes in sales in various 
periods. Inclusion of any other variables would tend to distort measure- 
ments of the extent to which changes in sales are followed by changes in 
inventories.’ 

Great care must be taken in interpreting the regression coefficients. 
Since the regression equation has been computed as an expression of 
the relationship of per cent change in deflated stocks and per cent 
change in deflated sales, a regression coefficient of .3 for changes in 
sales during period m-2 indicates that an increase in sales of 1 per cent 
during period n-2 is, on the average, associated with an increase in in- 
ventories of .3 per cent during period m. The effect on the economy, 
however, is more clearly measured by the dollars-and-cents change in 
inventories (using constant dollars) than by the percentage change. To 
estimate the dollars-and-cents change in inventories associated with a 
change in sales of $1.00 it is necessary to know the relative sizes of 
stocks and sales. 

To meet this need, the average stock/sales ratio for the period has 
been computed. This ratio, however, differs from the usual type of 

*A possible exception would be the existence of accidental correlation. For example, if 
x and y are two independent variables, both causal factors with respect to the dependent 
variable, and are accidentally (not functionally) correlated, the omission of either x or y 
will improperly cause the other to act as a proxy variable for the omitted one. The proper 
safeguard against such an occurrence is testing by means of confidence limits. Due to the 
large number of observations included in both the interwar and combined periods, the one 
per cent confidence limits are quite small. This means that any accidental correlation 
between x and y is almost surely so small that they are extremely poor proxy variables for 
each other. Consequently, the likelihood of obtaining misleading results from this cause 
is quite limited. 

On the other hand, if y is functionally related to the dependent variable but causation 
runs from the dependent variable to y, inclusion of y will almost surely distort the rela- 
tion between x and the dependent variable. In the current study this represents a far 
greater danger. Furthermore, if x causes y, while y is significantly correlated to the de- 


pendent variable solely for this reason, inclusion of y will tend to rob x of some of its 
true effect. This, again, seems far more serious than the first-mentioned danger. 
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stocks/sales ratio in which both stocks and sales are valued at retail 
prices. The true amount of investment by department stores must be 
measured by what department stores have spent on laying in inven- 
tories, rather than by the retail value of those inventories. Conse- 
quently, it was necessary to compute a rather usual type of stocks/sales 
ratio, in which stocks are expressed at cost and sales are, of course, 
expressed in actual retail prices. The average stocks/sales ratios ob- 
tained in this manner for the interwar, postwar and combined periods 
were 2, 1.7 and 1.9, respectively. 

These stocks/sales ratios were used in the following manner. The 
ratio of 2 for the interwar period indicates that a 1 per cent change in 
inventories involved a change of 2 times as many dollars as a 1 per cent 
change in sales. The regression coefficient, for any one of the variables 
expressed as percentage changes, indicates the percentage change in 
inventories associated with a 1 per cent change in that variable. Con- 
sequently, a regression coefficient of .3 for proportional change in sales 
during period n-2 indicates that a change in sales of x dollars during 
period n-2 is associated with an increase in inventories, during period 
n, of .3 times 2 times x dollars or .6 times x dollars. The product of this 
multiplication (the regression coefficient times the stocks/sales ratio) 
will be called the acceleration coefficient. The sum of the acceleration 
coefficients for the antecedent periods which are found to be statistically 
significant will be called the total acceleration coefficient.® 

We have used the total acceleration coefficient to measure the sum 
of the effects of changes in sales over several past periods on inventory 
investment during period n. The total acceleration coefficient, however, 
also measures the sum of the effects of changes in sales during period 
n on inventory investment during various future periods. For example, 
the month of January is period n-1 when m is February, n-2 when n is 
March, n-3 when n is April, etc. Consequently, the estimated total effect 
of changes in sales during January, on inventory changes during the 
following months, can be found from the sum of the regression coeffi- 
cients for periods n-1, n-2, n-3, etc. 

More important than the acceleration coefficients are the estimates 
of the investment and total investment coefficients. The invesment co- 
efficients were obtained in the following manner. The regression co- 
efficients (which relate percentage changes in inventories to percentage 
changes in sales) were multiplied by the ratio of stocks (at cost) to 
value-added by department stores. The product represents the ratio of 
inventory change to change in value-added. Since value-added is the 

* These coefficients are not the same as the Hicksian investment or total investment 


coefficients. They are presented here only because the acceleration principle is frequently 
couched in terms of the relationship between investment and sales. 
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income created by department stores, this is also the ratio of inventory 
investment to change in income created by department stores. The sum 
of the investment coefficients which are found to be statistically sig- 
nificant will be called the total investment coefficient. 

The relationship between the total acceleration coefficient and this 
total investment coefficient is not complicated. The total acceleration 
coefficient is the ratio between inventory change and change in sales. 
The total investment coefficient is the ratio between inventory change 
and change in value-added. Consequently it is possible to convert the 
total acceleration coefficient into the total investment coefficient by 
multiplying it by the ratio of sales to value-added. This is feasible since 
value-added is a stable percentage of sales. Since our adapted multi- 
plier-accelerator theory is concerned with the relationship between in- 
vestment and changes in income or production, the total investment co- 
efficient is more convenient than the total acceleration coefficient in test- 
ing that theory. 

As mentioned above, regression coefficients which are not statistically 
significant are excluded from the total acceleration and total investment 
coefficients. Unfortunately, however, tests of statistical significance rely 
on the assumption of a known probability distribution of the quantity 
whose significance is being tested. Since these probability distributions 
were not known, the tests of significance are questionable. Questionable 
tests of significance, however, are probably better than none at all. 

Since no preferable assumption was available, the tests of signifi- 
cance were based or the assumption of normal distribution. The stand- 
ard error of each regression coefficient was calculated. Under the as- 
sumption of normal distribution, each regression coefficient is signifi- 
cant at the 1 per cent level if at least 2.58 times as large as its standard 
error. Regression coefficients of the sales-change variables which were 
not significant by this test were not included in the computations of the 
total acceleration or total investment coefficients.’ Variables which con- 
sist of the absolute values of percentage changes in sales were also not 
included. 

The results of the multiple correlations considered most suitable for 
measuring the amount of induced investment are given in Table 1. Vari- 
ables other than percentage inventory change for period m and per- 
centage changes in sales for several periods were not included in these 
particular multiple correlations. 

* Due to the fact that the multiple regression program permits the elimination of only 
a limited number of variables, elimination of any of the variables included in the multiple 
correlations presented in Table 1 would require a substantial amount of recomputation. 
Elimination of other sales-change variables (i.e., other than those included in Table 1) 


which were not statistically significant had very little effect upon the regression coefficients 
of the remaining sales-change variables. 
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III. Conclusions 


Little confidence is placed in the results for the postwar periods, 
since the small number of observations causes the standard errors of 
the regression coefficients to be comparatively large and since the dis- 
turbed nature of the times might logically be expected to cause ab- 
normal results. Since results for the postwar period are somewhat differ- 
ent from the interwar results, and this may be due to a fundamental 
change in the relationships between the variables or to the disturbed 
nature of the postwar period, there are possible objections to combining 
the interwar and postwar periods. Consequently, unless otherwise 
stated, only results obtained for the interwar period are discussed 
below. Results for the combined period, however, are very similar to 
the interwar period, with only minor exceptions. 

1. Induced investment. The estimate of 4.35 for the total investment 
coefficient for the interwar period means that a change of $1 in the 


* Symbols used in this table are as follows: 
n is the period; 
P is the retail price deflator centered in the middle of the month; 
p is the retail price deflator calculated for the end of the month; 
S is the seasonally adjusted index of sales; 
T is the seasonally adjusted index of stock (inventories) ; 


1 | 
12\ Pr—n 


AS, 


12 P n 
|(AS,-1-++AS,-2)| is the absolute value (i.e., numerical value without regard to sign) of the 
sum of AS,-1 plus AS,-2. 

» Variables whose regression coefficients are less than 2.58 times their standard errors 
are not included in the total acceleration and total investment coefficients. 

© Variable which consist of the absolute values of changes in sales are not included in the 
computation of the total acceleration and total investment coefficients. 

“Since the coefficient for this variable is the average coefficient applying to 3 different 
periods it is counted 3 times in computing the total acceleration and total investment 
coefficients. 

* These variables were so highly insignificant in other multiple correlations that they were 
eliminated in the multiple correlations presented here. 

* Standard error of R. 

Note: The regression coefficients and their standard errors, which were calculated to 
8 significant figures, are here rounded to 3 decimal places. 
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level of monthly income created by department stores led to an average 
change of $4.35 in department store inventories (valued at cost). This 
estimate is sufficiently large to lend considerable support to the adapta- 
tion of the multiplier-accelerator type of theory to the explanation of 
minor business cycles. There is no reason to assume, however, that the 
coefficients applying to other sectors of the economy were equally large. 

The estimated total investment coefficient for the postwar period of 
4.83 is similar to the estimate for the interwar period. The average lag 
in the adjustment of inventories to changes in sales, however, was con- 
siderably longer. Although the postwar period used in this study does 
not include times of extensive shortages after the second world war or 
during the early part of the Korean war, it remains possible that minor 
shortages of goods (i.e., partial contact with the “ceiling” in Hicks’ 
terminology [1, Ch. 10]) could be responsible for the greater average 


Results obtained for the variables which consisted of the absolute 
values of changes in sales indicate that the average lag was greater dur- 
ing expansions than during contractions. This suggests the possibility 
that partial contact with the ceiling was responsible for some of the 
delay during expansions. The fact that the difference between expan- 
sions and contractions was greatest during the postwar periods, when 
partial contact with the ceiling seems most likely to have been a signifi- 
cant factor, tends to support this belief. 

2. Forecasting by store officials. Another point suggested by the 
sales-change variables is that department store officials were rather 
good at forecasting changes in sales. This follows from the fact that 
the partial correlation between sales change for period m and inventory 
change for the same period was generally positive. Negative partial 
correlations might have been expected, since an unforeseen increase in 
sales tends to cause a temporary drop in inventories. 

3. Other variables. A substantial number of variables, not included 
in Table 1, were used in other multiple correlations performed in the 
course of this study. The conclusions obtained from these other vari- 
ables are as follows: 

a. Past inventory changes. Past inventory change (expressed as a 
percentage of the 12-months moving average of deflated inventories) 
was included for several different lags, each lag constituting a separate 
independent variable. Results appear to indicate that past inventory 
change tended to reduce or forestall changes in the same direction and 
to reinforce any influences causing a change in the opposite direction.*° 

* An exception was percentage inventory change lagged by only one month, which 


showed significant positive partial correlations. Due to the delays involved in a decision to 
increase inventories as well as the uncertain length of these delays, a decision to increase 
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The measured effect was so slight, however, that in only one multiple 
correlation was it significant at the 1 per cent level and then only barely 
so. The maximum negative partial correlation was found for a lag of 
about 7 months.”* 

b. The rate of interest. The rate of interest on prime commercial 
paper, 4- to 6-months, lagged by one month, was included as an inde- 
pendent variable in several multiple correlations. The simple and partial 
correlations obtained were uniformly positive but of such small size as 
not to be statistically significant,** which contradicts the belief that high 
interest rates significantly deter inventory investment or that low in- 
terest rates favor inventory investment. 

Change in the prime rate of interest between periods n-1 and n-7 was 
included as an independent variable in some of the multiple correlations 
which also included the prime rate. In every case, results did not ap- 
proach statistical significance. 

c. Wholesale prices. An index of wholesale prices was calculated 
from two components of the Bureau of Labor Statistics Wholesale Price 
Index: textile products prices, given a weight of 2; and house furnish- 
ing goods prices, given a weight of 1. Changes in this index, expressed 
as a percentage of the 12-months moving average of the index, were 
included for several different lags, each lag constituting a different in- 
dependent variable. The only variable of this group which attained sta- 
tistical significance was percentage change in wholesale prices for period 
n-2. This variable showed a positive partial correlation which was only 
barely significant at the 5 per cent level in only one of the numerous 
multiple correlations in which it was included. Consequently, it appears 
that changes in wholesale prices were not an important factor affecting 
inventory investment by department stores. 

d. The remaining variables. No significant conclusions were obtained 
for the remaining variables: deflated sales for period n-2; deflated 
stocks for period m-2; and the average stocks/sales ratio for periods 
n-1, n-2, and n-3. This, however, is not a wholly negative conclusion. 


inventories during period n-1 will usually also be a decision to increase inventories during 
period n. If this is true, the positive partial correlation does nothing to show what condi- 
tions were associated with decision to increase inventories, but instead, tends to reduce the 
observed effect of the variables which led to this decision. 

™ More precisely, the maximum negative partial correlation was found for a single 
variable which consisted of the sums of per cent inventory changes in periods n-6, n-7 
and n-8. 

In two multiple correlations the prime rate showed a positive partial correlation which 
was significant at the 1 per cent levc!. In both cases the multiple correlation included 
another independent variable which was so highly correlated with the prime rate as to 
create a condition of instability when both are included in the same multiple correlation. 
Consequently, the only two cases in which the prime rate was statistically significant should 
be disregarded. 
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The inability to find any variables other than past changes in sales 
which importantly influenced inventory investment by department 
stores tends to support the belief that this type of investment was pri- 
marily induced by changes in sales. 
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CANADA’S ECONOMIC PROSPECTS 
A Review Article 


By Suwon Kuznets* 


This paper is a review, necessarily selective and sketchy, of the Final Report 
and supporting monographs that are the published product of the Royal Com- 
mission on Canada’s Economic Prospects. The task of the Commission, in the 
language of the relevant Privy Council order of June 1955, was to “inquire 
into and report upon the long-term prospects of the Canadian economy, that is 
to say, upon the probable economic development of Canada and the problems 
to which such development appears likely to give rise . . .”.1 The order then 
lists “without limiting the generality of the foregoing,” specific topics, to wit: 
“(a) developments in the supply of raw materials and energy sources; (b) the 
growth to be expected in the population of Canada and the changes in its dis- 
tribution; (c) prospects for growth and change in domestic and external mar- 
kets for Canadian productions; (d) trends in productivity and standards of 
living; and (e) prospective requirements for industrial and social capital.”” 

In executing this assignment, the Commission journeyed extensively in 
Canada, held public hearings in 14 cities from October 1955 through March 
1956, heard more than 750 witnesses, and received 330 submissions. It also 
sponsored the 33 monographs listed in the appendix, most of them prepared by 
the Commission’s staff but some by other organizations and individuals. The 
present review is limited to the published studies and the Final Report ;* and 
for the most part concentrates on the monographs. 

The grouping of the monographs in the Appendix below, like any classifica- 
tion of a complex and somewhat heterogeneous product, is partly arbitrary. 
But the three broad groups distinguished—basic aggregates, industry studies, 
and foreign economic relations—suggest the main divisions of the inquiry and 
are a guide to the order followed in subsequent discussion. We deal first with 
population, labor force, product, and capital and their quantitative projection 
over the next 25 years. These constitute the framework for deriving the pro- 
jected volumes of consumer expenditures and housing and social capital, and 


* The author is professor of political economy at the Johns Hopkins University. During 
1958-59 he is serving as Frank W. Taussig research professor of economics at Harvard 
University. 

*See Final Report, p. 471, in the classified list of publications in the Appendix to this 
paper. Throughout the paper monographs are referred to by number as given in this list. 

? Ibid., pp. 471-72. 

*A review of the Preliminary Report by D. McC. Wright appeared in the June 1958 
issue of this journal, pp. 463-65. 
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for consideration of regional problems; and most of them are indispensable 
bases for evaluating prospects of specific industries and trends and problems 
in the area of international economic relations. Next, we touch upon the in- 
dustry studies, but because there are so many and they are so specialized, our 
comments can do less justice to them than to the other groups of monographs. 
We then turn to the studies dealing with the international economic relations 
of Canada, particularly with the United States. A few general comments on 
the scope of the inquiry conclude the review. 


I. The Aggregates and Projections 


Monograph 2 is the key study of the aggregates and, in fact, of the whole 
range of inquiry of the Commission. Drawing partly upon the review of growth 
experience in monograph 1, partly upon the longer record back to 1926, partly 
upon some general knowledge of intersectoral differences in productivity and 
capital requirements, Hood and Scott follow a simple but systematic pro- 
cedure. They derive first a projection of total population by age and sex—with 
three variants for differing amounts of met immigration; then a projection of 
the labor force, with a distinction between the armed services (kept by as- 
sumption at a constant level of 120,000) and the civilian labor force, the latter 
reduced to the employed by an allowance of 3 per cent for unemployment. 
Next the employed civilian labor force is distributed among three major sec- 
tors—agriculture, business, and civilian government and community services; 
and for each, gross domestic product per worker in constant prices is projected 
—with an allowance for a downward trend in average hours in agriculture and 
in business and with two variants of rates of growth of product per man-hour 
in the latter. The number employed is multiplied by projected product per 
employed in each sector and to the total, after some minor adjustments, resi- 
dential rents are added to yield gross domestic product at factor costs. Next, 
indirect taxes are added, at a flat 13 per cent mark-up, to give gross domestic 
product at market prices; and a projection of net payments abroad of divi- 
dends and interest provides the final step by which gross national product at 
market prices is derived. These estimates are then used to project new non- 
residential construction and durable equipment by an extensive use of gross 
capital-output ratios (combined with depreciation adjustments) for the vari- 
ous sectors; and, by reference to the sectoral estimates and to estimates in 
other monographs, the industrial distribution of gross domestic product is 
estimated. 

Many of the estimates in monograph 2 provide the basis for projecting 
consumer expenditures in monograph 4. Personal expenditures on goods and 
services are derived from gross national product, in two steps: the first yields 
personal disposable income as a ratio to gross national product (expenditures) 
varying from 67 to 68 per cent; the second yields aggregate consumption by an 
allowance for personal savings of about 6 per cent of personal disposable in- 
come. Then total personal expenditures on goods and services, in constant 
prices, are reduced to a per capita basis, and on the basis of changes in the 
structure of consumer expenditures from 1926-29 to 1952-55 the total projected 
to 1980 is distributed among 9 major categories and a few subdivisions (4 in 
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household operation, 3 in transportation, and 3 in personal and medical care). 
In monograph 5, population estimates, combined with a projection of further 
urbanization and consideration of income trends, yield estimates of needs for 
new residential construction; and for each social capital category—hospitals, 
schools and universities, roads and streets, waterworks, sewerage systems, 
churches and other religious buildings—the relation of construction and 
capital needs to various specific indexes in the past is briefly discussed and a 
global projection is derived for 1956-80. Here also extensive reliance is placed 
on the projections in monograph 2, and on some of those in monograph 4. 
Monograph 6, on regional aspects, is the only study in which projections are 
limited to population and labor force; while the quantitative aspects of pres- 
ent interregional differentials and problems are pointed up by means of a 
variety of specific information, only a qualitative appraisal of growth prospects 
is given. 

Two additional comments may clarify the nature of the quantitative frame- 
work of the inquiry. The first relates to the broad assumptions, explicitly 
stated, which govern the whole cast of the study—in the monographs and in 
the Final Report. There were four of these, and they are, as stated in the 
Final Report: (1) “that a global war will be avoided” (p. 3), although size- 
able defense expenditures will continue; (2) “that although there will continue 
to be cyclical business fluctuations, the recurrence of a major depression such 
as that of the 1930’s need not be anticipated” (pp. 3-4); (3) “that over the 
next twenty-five years there will be no changes either in the general price 
level or in price relationships” (p. 4), although this assumption is clearly 
recognized as unrealistic and elsewhere is stated somewhat less categorically 
(e. g., in monograph 2, p. 2, “it is assumed that the eroding force of inflation 
will be restrained”); (4) “that there will be no major changes in the economic 
policies either of the Canadian or other governments” (p. 4), again, as stated 
in the text, an assumption as unrealistic as assumption (3) but just as neces- 
sary if projections are to be made. Clearly, these assumptions impart a special 
meaning to the estimates, to be commented upon below. 

Second, the forecasts require some specific procedures for projecting past 
levels or rates of change into the future—at numerous points in the sequence of 
steps only barely sketched out above. While it is impossible to describe these 
procedures in detail here, we can characterize them as essentially empirical 
judgments involving free-hand extrapolations of the past, not rigidly defined 
functions fitted mathematically to past records and then calculated for the 
future. To illustrate, in the projections in monograph 2, mortality rates for 
the separate age and sex groups are gradually reduced—for male infant 
mortality from 36 per thousand in 1954 to 16 in 1975-80 (and for females, 
from 28 to 13)—in view of the rates in other countries and of the continuous 
reductions made in recent decades; rates of labor force participation by age 
and sex are allowed to drift gradually up or down in accordance with recent 
trends; rates of growth in product per man or man-hour accord with recent 
changes in those rates in the major sectors of the civilian economy; and rates 
of change in the distribution of consumer expenditures by major categories 
also follow recent changes. The experience in the United States, with its sub- 
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stantially higher per capita income and relatively well-studied records, which 
may foreshadow the growth of Canada over the projected period, is also re- 
ferred to frequently. 

What do the projections show? A few figures, given in Table 1 with com- 
parable estimates for the past 25 years, will perhaps suffice. Possibly, we 
should also note that the projected percentage distribution of gross national 
product (expenditures) among personal expenditures, government purchases, 
and capital formation will not differ much from the early 1950’s; but with 
the rise in per capita personal expenditures, the shares of expenditures on food, 
clothing, and rent will continue to decline and the shares of expenditures on 
autos, electrical household appliances, and medical care will continue to rise. 

One would expect the projected rates of growth to be higher than the rates 
for the 25 years covered by the quantitative records used so extensively in 
deriving the projections, viz., the late 1920’s to the mid-1950’s, since this par- 
ticular period was affected by the great depression of the 1930’s and the second 
world war. However, two aspects of these projections deserve note. First, the 
rates of growth that they suggest seem high in comparison with the rates for 
equally long periods in Canada’s past back to the mid-19th century. The 
natural increase in the projected population estimates is 41 per cent (of the 
initial population) for 1955-75, and 40 per cent for 1960-80; while growth in 
projected total population, based on the middle assumption for immigration 
is 54 per cent for 1955-75 and 52 per cent for 1960-80 (monograph 2, Table 
4.15, p. 175). Of the 9 overlapping periods of two decades each, covering the 
span of a century (1851-1951), in only 3 (1851-71, 1861-81, and 1901-21) is 
the rate of natural increase as high as or higher than those projected, and in 
only 2 (1851-71 and 1901-21) is the rate of increase of total population over 
50 per cent (ibid., Table 4, p. 156). Comparison with past rates of growth of 
gross national product per capita also suggests that the projection is high. 
According to O. J. Firestone, per capita gross national expenditure in constant 
(1935-39) dollars rose at the rate of 17.8 per cent per decade from 1867 to 
1900; 16.1 per cent per decade from 1900 to 1929; and 19.3 per cent per 
decade from 1929 to 1953.* The projected rate of growth for 1955-80, using 
the average of the two variants, is 22.8 per cent per decade. 

Second, whereas the over-all rate of growth for the projected 25 years is 
relatively high, the change in the structure of national product is moderate— 
at least when compared with the immediately preceding past. Thus from 1927- 
29 to 1953-55 the share of personal consumer expenditures in gross national 
product declined from 72 to 63 per cent while the share of government expen- 
ditures rose from 10 to 18 per cent; but the shares of these two major com- 
ponents in 1979-81 are set at 64 and 17 per cent respectively—not very dif- 
ferent from the shares in 1953-55 (see monograph 2, Table 7.4, p. 318). A 
similar impression is conveyed by the distribution of gross domestic product 
(excluding residential rent and the gross product of the armed forces) among 
7 major industry sectors. If we measure the total shift from 1927-29 to 1953- 

*See his Canada’s Economic Development 1867-1953, Income and Wealth, Series VII, 


International Association for Research in Income and Wealth. London: Bowes. & Bowes, 
1958. Table 10, p. 66. See pages 431-33 this journal for review of the book. 
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TABLE 1—Basic AGGREGATES AND PERCENTAGE CHANGES, PAST AND PROJECTED 
25-YEAR PeRiops* 


Past Period Projected Period 
Initial Terminal Per Initial Terminal Per 
Absolute | Absolute | Cent | Absolute | Absolute | Cent 
Figure Figure j|Change| Figure Figure | Change 
(1) (2) (3) (4) (5) (6) 
1. Population 10.46 15.57 + 49 15.57 26.65 + 71 
(million) (1930) (1955) (1955) (1980) 
2. Labor force 4.06 5.68 + 40 5.56 9.93 + 79 
(million) (1930) (1955) (1955) (1980) 
3. GNP, 1949 prices, 8.45 20.33 +133 21.6 61.75 +186 
($ billion) (1926-29) | (1952-55) (1955) (1980) 
4. GNP, per capita, 863 1,355 + 54 1,387 2,317 + 67 
1949 prices ($) (1926-29) | (1952-55) (1955) (1980) 
5. Personal expendi- 597 880 + 45 880 1,560 + 72 
tures, per capita, | (1926-29) | (1952-55) (1952-55) (1980) 
1949 prices ($) 
6. Gross domestic in- 2.26 4.99 +114 6.3 18.3 +179 
vestment, 1949 (1927-29) | (1953-55) (1953-55) | (1979-81) 
prices (col. 1-3) and 
1955 prices (col. 4— 
6) ($ billion) 


* Years to which estimates refer are shown in parentheses. Whenever the aggregates refer 
to a period longer than a year, the average per year is given. The percentage change in 
columns 3 and 6 is reduced to a 25-year basis whenever the period covered is longer. 


Sources: 


Line 1: from monograph 2, Tables 4.14 and 4.15, p. 175. The 1930 figure is adjusted up- 
wards by 2.6 per cent to allow for the inclusion of Newfoundland; and the projected fig- 
ure is that based on the assumption of 75,000 annual immigration. 

Line 2: columns 1 and 2 from monograph 29, Table 35, p. 226, and include armed forces; 


columns 4 and 5 from monograph 2, Table 4.23, p. 186, and exclude armed forces. 


Line 3: columns 1 and 2 from monograph 29, Table 36, p. 228; columns 4 and 5 from 
monograph 2, Table 5.20, p. 226. The mean of the high and low estimates (based on two 
variants of the growth in product per worker in the business sector) is shown here. 

Line 4: columns 1 and 2 from monograph 29, Table 36, p. 228; columns 4 and 5 de- 
rived from lines 1 and 3 above. 


Line 5: from monograph 4, Table 1, p. 3. 

Line 6: columns 1 and 2 from monograph 2, Table 7.D.2, p. 506. This table shows 
domestic investment excluding government nondefense investment expenditure. The latter was 
added on the basis of its percentage shares in the totals in current prices for 1927-29 and 
1953-55 (11 per cent and 17 per cent respectively), as shown in ibid., Table 7.6, p. 324. 
Columns 4 and 5 from ibid., Table 7.6, p. 324. The average in column 4 is in current prices 
but would differ little from the figure in 1955 prices. 
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55 by taking the differences between the percentage shares for the two dates 
for each sector and adding them regardless of sign, the resulting index of 
change over the past 26 years is 25; the same index for the projected changes 
from 1953-55 to 1979-81 is only 19.8 (ibid., Table 7.2, p. 315). To be sure, 
the major reason for this moderate change is that the share of agriculture, 
already low in 1953-55, could not be reduced absolutely as much as its higher 
share in 1927-29; and the results might be different if a more detailed classifi- 
cation of the nonagricultural division were available. But the more detailed 
distribution of consumer expenditures among 15 categories yields a similar 
result: from 1926-29 to 1952-55 the over-all measure of shift is 19 whereas 
from 1952-55 to 1980, a slightly longer period, it is 13.3, almost a third lower 
(monograph 4, Table 26, pp. 74-75). 

In evaluating the projections, it is helpful to distinguish between questions 
relating to: (a) the general meaning of the forecasts; and (b) the degree of 
confidence that can be attached to the quantitative results, given the empirical 
data and the methods used in the estimation. 

(a) Projections of the type involved in this inquiry can be characterized as 
measures of the probable course of an economy—given the major assumptions 
or conditions actually used in preparing them. The central question is then one 
of defining the assumptions—as they were used, not as stated. The reason for 
the distinction becomes clear if we ask: Were all four major assumptions, ex- 
plicitly stated and quoted above, indispensable conditions upon which the 
projections were calculated, and were they the only major ones? 

There is no doubt that an all-out war and a major depression like that of the 
1930’s were excluded from consideration in preparing the projections. The 
high rates of over-all growth and the relatively moderate structural changes 
projected are, in themselves, evidence of this exclusion. But is it evident that 
continuing price rises of the magnitude that occurred during the years fol- 
lowing the second world war were excluded? To be sure, the projections are 
given in constant dollars, and neither the probable changes in the general 
price level, nor, with few exceptions, the differential price movement for the 
several sectors in the economy are estimated. But this does not mean that the 
projection is explicitly conditioned by an absence of general or differential 
price changes—in the sense that any future price changes, unless they rep- 
resent a “runaway” inflation (whatever this somewhat vague term means) 
would seriously invalidate the projections, as an all-out atomic war or a great 
depression would. On the contrary, one might argue that continuation of sus- 
tained price rises, of a magnitude whose limit would have to be explored, 
would make the calculated projections more rather than less probable. Since 
they have been derived from a record of the past in which prices did increase 
substantially—the price index implicit in gross national expenditures having 
risen from 77 in 1945 to 124 in 1955 (1949 = 100), or over 60 per cent (see 
monograph 4, Table 4, p. 33)—the projected high rates of growth combined 
with relatively full employment are perhaps more likely to be realized with 
rising rather than constant prices. In short, the stated assumption of price 
constancy is merely an indication of the omission of changes in prices from the 
projection, not a condition of its validity. 
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A similar question can be raised about the assumption relating to policy 
changes. What exactly is meant by absence of ‘“‘major’” policy changes on the 
part of the Canadian and other governments? To begin with, the most revolu- 
tionary changes in a number of the 100-odd sovereign states in the world are 
unlikely to have much effect on the economic progress either of Canada or of 
the countries important to it. But even if we consider only Canada and its 
close neighbors and partners in the network of international economic rela- 
tions, the vague term “major” leaves room for misconception. Canada expe- 
rienced rapid growth during the recent decades when, if we can judge by con- 
temporary reactions, substantial changes in government policy did occur, not 
only in Canada but also in the United States and other close partners (e.g., a 
phenomenal increase in the personal income tax burden, an almost revolution- 
ary change in foreign aid policy, etc.). Could it not be argued that the pro- 
jection would stand so long as changes in government policy do not inhibit 
economic growth any more than they have in the past? With the historical 
period in the past specified, the assumption underlying the conditional nature 
of the projection could then be defined properly. 

Thus, as the above comments suggest, of the four assumptions stated one 
is superfluous and one is too vague; and, moreover, a host of governing as- 
sumptions have not even been mentioned. Some are so obvious that they need 
no explicit statement, e.g., the prospective stability of the universe in which 
mankind, Canada included, lives, a stability easily assumed over periods that 
are long in human terms but short for universal natural processes. Others, 
however, that are readily accepted, are not too obvious. Clearly, in making 
any projection, we are assuming the continuation of the cumulative effect of 
human knowledge on economic production; and in particular the continua- 
tion of the dynamism of a country’s economic and social institutions, of the 
search for greater economic product by its inhabitants, and of the country’s 
capacity to adjust its institutions to changing conditions. This complex of 
what might be called constitutive assumptions (as distinct from the conditional 
ones, exemplified by exclusion of a war or a major depression) is at the base 
of every projection; and unfortunately these basic assumptions cannot be 
tested by any meaningful probability approach—except perhaps an impossibly 
wide study of many large human societies existing under differing conditions. 
Since these assumptions underlie the whole of the present inquiry, we can re- 
formulate our definition of the projections and describe them not as forecasts 
but as the quantitative implications of the assumed continued dynamism of 
the Canadian economy and society, on conditions of absence of an all-out war 
and a great depression. 

(b) If the projections are quantitative implications of an assumed set of 
social institutions and drives, their reliability can be appraised only by con- 
sidering the empirical record on which the projection coefficients have been 
based. The crucial questions are then: how stable were the coefficients in the 
past under a variety of relevant changes covered in the record (relevant mean- 
ing those that could affect growth); and how effective were the procedures 
used to establish these coefficients? Thus the most reliable basis for projec- 
tions requires records for many long periods and for many countries, the 
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periods excluding major wars and great depressions and the countries belong- 
ing to a group of which Canada could be considered a unit with some unique 
but also many representative features. Analysis of these records would reveal 
the patterns of growth over spans of 25 years that proved stable under a 
variety of relevant changes. These common and stable features would con- 
stitute empirical generalizations, whose relation to each other could be tested 
by economic and statistical theory. This basis for projections would, of course, 
have to be modified for any one country to take account of features unique to 
it. In our present state of ignorance of quantitative patterns of the compara- 
tive economic growth of nations, no such basis for projection is available, or 
likely to become available for years to come. 

Consequently, the judgments necessary for a quantitative projection can be 
checked only by a narrow body of organized empirical data. In the present 
inquiry this body was limited almost exclusively to the record for Canada 
since 1926, with repeated reference to recent data for the United States and 
to the absence of detailed and consistent data for Canada (except for popula- 
tion) for years before 1926. But some measures of the economic growth of 
Canada for longer periods do exist—although less detailed and subject to 
wider errors than the data for the last 25 years—and at least one recent at- 
tempt to organize and interpret them has been made (by Firestone; see foot- 
note 4). It is not clear why no effort was made to utilize the longer records and 
why a projection over a 25-year period was built essentially on the empirical 
record for one period of comparable length in the past. The time span from 
1926 to 1955 is altogether too short to provide an objective basis for projec- 
tions, especially since over half of it was affected by the great depression and 
the second world war. It is, of course, this circumstance that necessarily mini- 
mizes the use of mathematically fitted trend lines and compels extensive exer- 
cise of judgment and of free-hand interpolation and extrapolation. 

It may also explain the rather high over-all rate of growth and the rather 
moderate extent of structural changes in the projections. With the empirical 
record limited to 1926-55, even a line connecting the late 1920’s with the early 
1950’s may underestimate the probable rate of growth, since it covers the years 
of the great depression. The least affected span within the total period is the 
decade following the second world war, but even then adjustment must be 
made for the transitory effects of the readjustment immediately following the 
end of the war. The rates of growth in that decade were quite high: popula- 
tion grew 26 per cent from 1945 to 1955 (adding 2.6 per cent to the earlier 
year for Newfoundland) and gross national product per capita (in 1949 
prices) grew at a decade rate of 20 per cent from 1948-50 (to omit the read- 
justment years after the war) to 1953-55. The projected rate of growth of pop- 
ulation, using the middle assumption for immigration, is 24 per cent per 
decade; and that for gross national product per capita, using the mean of high 
and low, is 23 per cent per decade. It is tempting but unfair to say that the 
projected rates are merely extrapolations of rates observed in the short post- 
war period. However, it may be fair to suggest that, given the rapid growth 
in the recent decade and no explicit reference to the longer-term past in Can- 


| 


KUZNETS: CANADA’S ECONOMIC PROSPECTS 367 


ada and elsewhere, it would have been difficult to defend appreciably lower 
rates of growth in the projection, or consider much higher ones. 

But what of the narrow range of structural change suggested by the projec- 
tions? This result may seem plausible since the depression and major war 
might have produced wide structural changes in the past 25 years, even though 
total population and per capita product did not grow as rapidly as it is as- 
sumed they will grow in 1955-80. But ordinarily a high rate of growth, par- 
ticularly of per capita product, is associated with large changes in structure, 
in the distribution of product by both industrial source and type of use, at 
least within consumer expenditures. One wonders whether the brevity of the 
empirical record of reference, combined with some of its peculiarities, has not 
led to an underestimate of the structural changes projected. To illustrate, with 
per capita consumer expenditures rising from 1952-55 to 1980 by 77 per cent, 
the part spent on food drops from 27 to only 24.5 per cent, thus allowing for 
a rise in per capita expenditures on food of 60 per cent—whereas from 1926-29 
to 1952-55, with per capita expenditures rising only 47 per cent, the part spent 
on food dropped from 30 to 27 per cent. Why should there be a similarly 
small decline in the share of expenditures on clothing and personal furnishings 
—from 12.4 to 11.2 per cent, whereas the decline over the past 25 years was 
from 13.9 to 12.4 per cent? To be sure, past changes in shares should not be 
extrapolated without regard to limits set by arithmetic and by the gradual 
exhaustion of the change-potential; and all long-term projections may tend to 
underestimate structural shifts because of the difficulty of visualizing changes 
that can radically modify the current structure, which is, after all, the spring- 
board for the leap into the future. It is perhaps because of lack of knowledge 
of what new goods will emerge in the future to displace those which, like food 
and clothing, have iow secular income elasticity of demand, that the shares of 
the latter in consumer expenditures were not reduced further—for such re- 
ductions would only swell unrealistically the shares of the more rapidly grow- 
ing goods or of the quite meaningless “miscellaneous” group into which the 
unknown new goods would have to be thrown. Yet the question remains 
whether a longer historical perspective would not have led to a somewhat 
bolder treatment of changes in structure. 

In the light of these comments one may conclude that the margin of error 
in the projections is large, certainly much larger than those shown in the 
summary of forecasts of gross national product in monograph 2 (p. 224). 
The +7.7 per cent shown for gross national product (for the estimate of pop- 
ulation based on 75,000 annual net immigration) is merely the range between 
the low and high estimate of the rate of growth in product per worker in the 
business sector. Clearly, compared with the middle projection of growth in 
gross national product per capita of 23 per cent per decade, the rate could 
easily be as low as 15 or as high as 30 per cent (it averaged 29 per cent in 
Sweden over a long period).® And correspondingly, the structural changes 

*Simon Kuznets, “Quantitative Aspects of the Economic Growth of Nations: I. Levels 


and Variability of Rates of Growth,” Econ. Develop. and Cult. Change, 5 (1), Oct. 1956. 
Table 1, p, 10, 
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could be wider or narrower than those suggested—in positive association with 
the rate of growth of the aggregates, particularly of product per capita. For 
reasons suggested above, defensible limits of the range cannot easily be set. 
Yet it is regrettable that no such attempt was made in the inquiry. 


II. The Industry Studies 


The list includes eighteen monographs in this group, and it could be ex- 
tended to cover monographs 30 and 32. These reports range widely in size— 
from pamphlets of less than 50 pages to weighty tomes of thore than 400 
pages; and in scope—from those dealing with major complexes of industries 
accounting for substantial shares of product and labor force, e.g., agriculture, 
mining and mineral processing, energy, secondary manufacturing, and service 
industries, to those concerned with limited local problems, e.g., the Nova 
Scotia coal industry. There are also notable differences in treatment, resulting 
partly from the large number of authors, some individual and some institu- 
tional, and partly from differences in availability of basic data and in the 
character of the problems in the respective sectors. It is impossible to provide 
anything approaching an adequate review here. One can only note the general 
pattern of the studies, some of the major conclusions, and a few questions 
that they raise. 

In all the studies the first task was to provide a consistent and fairly de- 
tailed quantitative description of the specific industrial sector—its output, the 
labor force engaged in it, the variety of its products, the degree of its reliance 
upon domestic and foreign markets, the extent of competitive pressures on it 
from abroad. And for all, a historical, quantitative record usually extending 
back only to the late 1920’s and sometimes for a shorter period is provided, 
although illuminating comments on the earlier decades are made for the sec- 
tors that played important parts in Canada’s history. The concluding, and 
much briefer, parts of the monographs deal with the projection of future 
trends, usually linked with those for population, total product, and expendi- 
tures per capita; and the problems suggested by such projections are often 
raised, and sometimes discussed at length. For some sectors, e.g., energy, 
forest industries, and minerals and mineral processing, the question is largely 
whether the expected growth in demand—domestic and foreign—can be ade- 
quately met out of the resources, usually natural, available in Canada. For 
others, e.g., agriculture, fisheries, and secondary manufacturing, the emphasis 
is upon the possible limits to demand—either because of limited domestic mar- 
kets or because of competitive pressures from abroad (often the United 
States); and the problem is one of adjustment of production and employment 
to these possible limits upon demand. And, of course, in the monographs on 
major sectors, which comprise a range of industries differing in their economic 
characteristics and growth potentials, there is detailed consideration of these 
components and the past and prospective shifts in weight among them. 

Without question, these 18 monographs constitute a most valuable reference 
library on the past development, current structure, and prospective trends of 
Canadian industry. It is difficult to think of a collection of similarly compe- 
tent, systematic, up-to-date industry studies for any other country. Despite the 
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uneven quality of the analysis and writing—inevitable with so many authors 
and with studies completed in the relatively short period of about two years— 
the wealth of data organized, the skill of the presentation of the major trends 
and problems, and the generally high level of interest evoked are all most im- 
pressive, at least to this reviewer who is not too familiar with industrial eco- 
nomics in general, or with Canada’s industries in particular. The monographs 
by John Davis on mining and mineral processing, and on energy prospects; 
by Drummond and Mackenzie on agriculture; by Fullerton and Hampson on 
the secondary manufacturing industries; by the Royal Bank of Canada on the 
construction industry; by J-C. Lessard on transportation (containing some 
valuable calculations of costs and burdens of competing forms of transporta- 
tion); and by the Bank of Montreal on the service industries are especially 
to be noted. 

What do these monographs show with respect to differences in growth pros- 
pects for the various industries? In considering these differences, and the shifts 
in the industrial structure of Canada’s national product and labor force over 
the next 25 years, we can perhaps most effectively summarize the contribution 
of these monographs in Table 2, which indicates the broad conclusions. The 
coverage of the specific industrial sectors is given in the notes to the table. 

Some of the shifts in the structure of gross domestic product and of the 
civilian employed labor force, both past and projected, accord with what we 
would expect in a developed country in the process of further growth. Thus 
the decline in the share of agriculture in both product and labor force is 
marked over the last 26 years and is projected to continue further to 1980. 
Likewise, the rise in the share of total manufacturing in gross product is large 
from 1927-29 to 1953-55 and is projected at an appreciably lower rate of rise 
to 1980; and the rise in its share in the labor force over the past 26 years is 
to be succeeded by a slight drop from 1953-55 to 1979-81. Finally, the rise of 
the shares of the service groups in the labor force, particularly trade and 
finance, government, and all services, is accompanied by a failure of their 
shares in gross domestic product to rise. All of these trends have been ob- 
served in other countries, e.g., the United States.® 

Yet two Canadian trends appear to be distinctive. One is the large rise in 
the share of the resource industries in gross domestic product, although not in 
their share in the labor force—a reflection of Canada’s growing importance as 
a major supplier of industrial raw materials, associated with recent discoveries 
and with the shift of its neighbor, the United States, to the position of a raw 
material importer. While the discoveries may seem to be accidental, it is legiti- 
mate to argue that with the growth of Canada’s population density, with the 
shift of its population to the West, and with the expanding market for raw 
materials, the discoveries are largely a function of more intensive exploration 
and demand rather than accident. The other distinctive element is that re- 
vealed by the differentiation between primary and secondary manufacturing— 


*For a discussion of the trends in the shares of industrial sectors in income and labor 
force see Simon Kuznets, “Quantitative Aspects of the Economic Growth of Nations: II. In- 
dustrial Distribution of National Product and Labor Force,” Econ. Develop. and Cult. 
Change, Suppl. 5 (4), July 1957. 
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Taste 2—Srructure or Gross Domestic Propuct (EXcLusIvE OF RESIDENTIAL RENTS 
anD GDP ARISING IN THE ARMED SERVICES SECTOR) IN 1949 DoLLARS AND OF THE 
Emptoyep Lasor Force, AND RELATIVE INCOME PER WORKER, 


Past AND PROJECTED 
—— Percentage Shares 
or Relatives 
From | From 
| 1953- |1979- 
1953-55)1979-81 
(1) (2) 3) | 4 | ® 
A. Structure of Gross Domestic Product* 
1. Agriculture 10 31 | 23.4) 12.7] 5.7 
2. Resource industries® 198 379 6.4| 9.4) 15.4 
3. Primary manufacturing* 178 196 5.3} 7.21 3.2 
4. Secondary manufacturing® 173 232 | 16.5 | 22.3 | 25.3 
5. Total manufacturing (3+-4) i74 224 | 21.8 | 29.5 | 32.5 
6. Construction‘ 124 159 5.7] 5.6 
7. Transportation, storage, and communication 89 n.a. 8.9} 8.3] ma. 
8. Trade, finance, and services* 95 na. | 24.8 | 23.6] na. 
9. Total transportation and trade (7+8) 93 200 | 33.7 | 31.9 | 32.8 
10. Civilian government and community services® | 127 131 9.0} 10.2} 8.0 
11. Total 103 192 |100.0 |100.0 |100.0 
B. Structure of Civilian Employed Labor Force 
1. Agriculture —30 | —13 | 33.1 | 16.2| 7.6 
2. Resource industries® 35 103 5.5} 5.2] 5.8 
3. Primary manufacturing* 62 60 5.11; $87 3.6 
4. Secondary manufacturing*® 90 82 | 15.0} 20.0 | 19.8 
5. Total manufacturing (3+4) 83 20.1 | 25.8 | 24.8 
6. Construction! 101 78 4.8| 6.7] 6.5 
7. Transportation, storage, and communication 35 n.a. 
8. Trade, finance, and services* 80 na. | 21.1] 26.5] na. 
9. Total transportation and trade (7+-8) 67 116 | 29.3 | 34.2 | 40.4 
10. Civilian government and community services® | 140 128 7.2 | 12.0 | 14.9 
11. Total 43 83 |100.0 |100.0 |100.0 
C. Gross Domestic Product per Employed Worker” 
1. Agriculture 58 52 | 0.71 | 0.79 | 0.75 
2. Resource industries® 121 135 | 1.17 | 1.81 | 2.67 
3. Primary manufacturing 72 85 | 1.03 | 1.24 | 1.44 
4. Secondary manufacturing® tt 83 | 1.10] 1.11 | 1.28 
5. Total manufacturing (3+-4) 50 83 1.09 | 1.14 | 1.31 
6. Construction‘ 12 46 | 1.20 | 0.94 | 0.86 
7. Transportation, storage, and communication 41 na. | 1.08 | 1.07 | nua. 
8. Trade, finance, and services* 8 na. | 1.17 | 0.89] na. 
9. Total transportation and trade (7+8) 16 39 1.15 | 0.93 | 0.81 
10. Civilian government and community services* | — 5 1 | 1.27 | 0.85 | 0.54 
11. Total 42 59 | 1.00 | 1.00 | 1.00 


(Footnotes at bottom of page 371) 
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a valuable distinction not ordinarily made in the literature. While the shares 
of both in national product grew from 1927-29 to 1953-55, only the share of 
secondary manufacturing is expected to continue to grow to 1979-81—imply- 
ing a shift within manufacturing in favor of the secondary industries with a 
similar but more limited shift within the labor force employed in manufactur- 
ing. 

While the summary of the past record and the projections in Panels A and 
B of Table 2 suggest plausible trends in the structure of gross domestic product 
and the employed labor force, those in gross domestic product per worker in 
Panel C raise some questions. In some sectors, the projected rise in product 
per worker is not too different from that found over the past 26 years: e.g., 
in agriculture, with its 50 to 60 per cent rise both in the past and in the pro- 
jected span to 1980; in the resource industries, with their more than doubling 
of product per worker, both from 1927-29 to 1953-55 and from the latter 
date to 1980; and in primary manufacturing, with its rise in product per 
worker by about three-quarters over the last 26 years and more in the span to 
1980. In all these cases, the past 24 decades have witnessed impressive rises 
in product per worker despite the depression and the war, and perhaps partly 
because of them; and the projection of these or only slightly higher rates to 
1980 does not raise obvious questions. 

But in some sectors—secondary manufacturing, construction, and the com- 
bined group of transportation and trade—the projections involve a marked 
acceleration of the rate of growth of product per worker. It may help to indi- 
cate the basis for these projections. For secondary manufacturing the pro- 
jections anticipate an “annual rise in output per man-hour of close to 344%” 
(monograph 16, p. 183), and the productivity assumptions have “been based 
on three sources, roughly in order of importance: (a) The performance of each 
industry since the war with particular importance attached to its record since 
1949; (b) Guesses about future productivity in the studies and submissions; 
(c) The long-term trends, 1926-1955” (ibid., p. 186). For construction “the 


* Panels A and B from monograph 2, Tables 7.2 and 7.1, pp. 315 and 311. 

» Panel C derived by dividing entries in Table 7.2 by those in Table 7.1 and calculating 
the appropriate percentage changes and sector relatives to the countrywide gross domestic 
product per employed worker. 

* Resource industries include forestry, fishing, mining, quarrying and oil wells, and 
central electric stations. 

“Primary manufacturing includes industries involving relatively minor processing of 
domestic resources—canning and processing, dairy products, grain mill products, meat 
products, saw and planing mill products, pulp and paper, nonferrous metal smelting and 
refining, abrasives, cement, and primary chemicals. 

*Secondary manufacturing includes all other manufacturing industries involving more 
elaborate processing and often using imported raw materials or parts. 

* Construction includes contract construction only; excludes own-account work done by 
private units and government departments not primarily engaged in the construction 
industry. 

® Trade, finance, and services includes wholesale and retail trade; finance, insurance, and 
real estate; and business, personal, and recreation services. 

" Civilian government and community services includes, in addition to government, 
educational, health, religious, welfare, and other community services. 
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nature of the industry will prevent any dramatic increase in productivity” but 
in view of preceding discussion which “outlined many reasons for believing 
that the industry will become increasingly dynamic and progressive . . . an 
increase of approximately 2% per annum in construction productivity is prob- 
ably the best guess that can be made for the quarter century between now and 
1980” (monograph 22, p. 214). The authors then add that “this is well above 
the long-term average of the past, although below the higher rates achieved 
in the special circumstances of the last few years” (ibid., p. 214). Clearly, in 
these two major sectors the basis for projecting higher rates of growth in 
product per worker is largely the experience of the few years after the second 
world war; and the comments in the preceding section, concerning the tenuous- 
ness of extrapolating from so short a period, apply here. 

But in the trade, finance, government, and service sectors results are even 
more puzzling. If we set the share in the labor force of the transportation, 
storage, and communication sector at 7.7 per cent in 1979-81 (i.e., at its 
1953-55 level in the table), and assume that its product per worker at that 
date would equal 1.07 (the level for 1953-55), its share in gross domestic 
product in 1980 would be 8.3 per cent. This would leave a share in gross 
domestic product for trade, finance, and service in 1980 of 24.5 per cent, a 
share in the civilian employed labor force of 32.7 per cent, and a product per 
worker relative to the countrywide product per worker of 0.75. Yet the implied 
rise in product per worker from 1953-55 to 1979-81 would be 34 per cent, 
compared with an 8 per cent rise from 1927-29 to 1953-55. 

To be sure, the shares of some service sectors in the table, particularly those 
for the combined group of transportation and trade (line 9), are residuals 
derived from the total projection for business by subtracting those for the 
other specific industrial divisions. But disregarding for present purposes the 
exact nature of these projected shares, one may properly raise two sets of 
questions. First, what meaning can be attached to constant price estimates of 
total product, and hence of product per worker, in the whole range of service 
industries? This question is sharpened by the findings that the product per 
employed worker in government and community services declined and that in 
trade, finance, and other services barely rose from 1927-29 to 1953-55. To 
what extent have these results been due to shifts within each sector (presum- 
ably from high product per worker to low product per worker segments) ? To 
what extent have they been due to the fact that, with general price rises over 
the period, the groups in question did not possess the bargaining power to 
secure rises in their income that would have at least allowed for whatever in- 
crease in real product did in fact occur? To what extent has the lag in property 
incomes, particularly those with fixed or sluggishly changing returns, reduced 
total product and product per worker in the trade and finance sector? If these 
questions are relevant, the measures of product are much affected either by 
large internal shifts or by changes in bargaining power under conditions of 
sustained and large price rises and full employment, or by both. 

Given these, the second set of questions follows. If the movement of gross 
domestic product per worker from 1927-29 to 1953-55 in the service sectors, 
and perhaps also in trade and finance, has been due in substantial part to 
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internal shifts and/or inflation and resulting changes in the bargaining power 
of various income recipient groups, should the projection extrapolate this 
trend into the future—as was done for the government and community services 
sector, if not for trade, finance, and other services? Can one assume the same 
internal shifts? Can one assume that at a constant per worker product—which 
presumably means little rise in per worker real income—there will be a flow of 
labor into the government and community services sector which will raise the 
share, as projected, from 12 to 15 per cent of the total employed labor force? 
How is this projection reconciled with the increased weight of educational and 
health services in the government and community services sector and with the 
need for and advocacy of higher rates of return in education and health to 
attract the necessary human resources? Is it reasonable to expect that trends 
will be allowed to continue which would by 1980 bring per worker product, 
as a relative of countrywide per worker product, as low as 0.54 in government 
and community services, and as low as 0.75 in trade, finance, and other serv- 
ices? This last implication could be checked only if we had a distribution of 
total product for each sector between that flowing to the workers engaged in 
it and that flowing elsewhere; and it is regrettable that no such distributions 
are available in the monographs. But it seems clear that the implied move- 
ment of product per worker in the trade, finance, and service sectors raises 
puzzling questions that cast some doubt upon the validity of the projections. 

With respect to this large segment of the country’s economy, the inquiry 
under review, like almost all similar studies for developed economies, faces 
difficult problems of measurement. Such problems are serious enough for the 
commodity-producing and transporting segments of the economy; but for 
them we have quantity volumes that, for all the qualifications involved in 
measuring quality aud the effects of changing weights, do permit some accept- 
able approximation to volumes in constant prices. No such bases are available 
for the services segment of the economy, unless the compensation of factors 
is treated as a measure of output on the possibly unrealistic assumption that 
the markets in themselves assure its consonance with marginal productivity 
and hence with output; or unless the volume of services is derived as a direct 
function of the volume of commodities handled by the economy. In the former 
case, the results are likely to reflect internal shifts and the bargaining weak- 
ness of the factors involved under conditions of price rises and full employ- 
ment; in the latter case, the share of services in national product remains rela- 
tively constant in the long run, and independent measurement of the product 
of a sector that accounts for an increasing share of the total labor force is 
sacrificed. 

These comments are made not because another answer or treatment can 
easily be suggested, but rather to stress the problem and the need for a more 
detailed and incisive approach, which would at least try to probe the difficul- 
ties and experiment with some alternative solutions. As matters stand, the 
whole cast of the inquiry reflects the emphasis put on the commodity-produc- 
ing and transporting sectors of the economy and the relative neglect of the 
others. Of the 18 monographs in the list, just one, monograph 24, deals with 
the service industries—although it is full of valuable information and analysis. 
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Yet by 1953-55 at least a third of gross domestic product, and close to four- 
tenths of the labor force, are accounted for by the trade and service sectors; 
and in the projections for 1980 these shares are a third of product and close 
to half of the labor force. 


Ill. Foreign Trade and Capital 


With its relatively small population, abundant natural resources, and em- 
phasis on individual business enterprise, Canada favors the kind of produc- 
tive specialization that calls for extensive foreign trade as a complement and 
provides opportunities for foreign capital investment. Indeed, with the ratios 
of imports and exports to gross national product respectively about a quarter, 
and with long-term foreign capital amounting in 1955 to almost half of gross 
national product (and, assuming a capital-output ratio of 3 to 1, presumably 
a sixth of its total reproducible capital), Canada is most intensively engaged 
in the network of international trade and capital investment. 

Table 3 presents the more important data and projections provided in 
monographs 25, 26, and 29 by Slater, Anderson, Brecher, and Reisman. The 
historical perspective here, at least for the over-all aggregates, is somewhat 
longer than in the other monographs, extending back to the beginning of the 
century; and the major trends are clearly discernible. The findings can be 
briefly summarized in three statements. 

First, the projected trends, in continuation of those observed in the past, are 
toward a smaller relative weight of imports and exports in gross national 
product, and toward a'lesser contribution of foreign capital investment. 
Within foreign trade in commodities, the shift in imports is away from food, 
clothing, and even some consumers’ durables toward machinery and equip- 
ment; and the shift in exports is away from agricultural, animal, and forest 
products toward petroleum, minerals, and metals. 

Second, the United Kingdom accounted for declining shares and the United 
States for rising shares in Canada’s imports and exports, and in foreign 
capital invested in Canada. The growing share of the United States in foreign 
investment in Canada was accompanied by a shift from portfolio to direct 
investment: in 1926 portfolio investment was still 66 per cent of the total 
and direct investment only 30; by 1955, the share of the former declined to 
38 per cent and that of the latter rose to 57 per cent (monograph 29, Table 
18, p. 91). There was a related shift from debt to equity: the share of the 
former declined from 57 per cent in 1926 to 30 in 1955, whereas that of the 
latter rose from 43 to 70 per cent (ibid., Table 19, p. 92). 

Third, the projections carry forward the trends just observed in the shares 
of the United Kingdom and the United States, although at diminished rates. 
By 1980, the United States would, according to the projections, account for 
three-quarters of Canada’s imports, seven-tenths of its exports, and well over 
eight-tenths of total foreign investment in Canada. There would presumably 
also be associated further shifts from portfolio to direct investment and from 
debt to equity. 

Monograph 29 by Brecher and Reisman is devoted to the special problems 
of economic relations between Canada and the United States. One topic cov- 
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ered is the role of this country as foreign investor in Canada, some aspects of 
which have already been indicated, and it is further amplified by data on 
ownership and degree of control (the latter for United States direct invest- 
ment corporations in Canada, with majority ownership by stockholders in 
the United States, including a few known to be controlled by parent firms 
in the United States, although with less than 50 per cent ownership of stock 
by nonresidents). For the branches of the Canadian economy with large 
amounts of foreign capital (manufacturing, petroleum, mining and smelting, 
railroads, other public utilities, merchandising, and construction), the share 
owned by all nonresidents declined from 37 per cent in 1926 to 32 per cent in 
1954, but the share owned by United States residents rose from 19 to 25 
per cent. The share controlled by nonresidents rose from 17 per cent in 1926 
to 28 per cent in 1954, and almost all of the rise is accounted for by the 
United States, whose share rose from 15 to 25 per cent (monograph 29, 
Tables 24 and 25, pp. 100-101; the shares are of book value of capital 
invested). 

The ratios for more narrowly defined branches are more significant. By 
1955 nonresidents controlled 54 per cent of investment in Canadian manu- 
facturing, of which United States controlled 45 per cent, compared with 35 
and 30 per cent respectively in 1926. By 1955, nonresidents controlled 59 
per cent of investment in mining, smelting, and petroleum exploration and 
development, of which the United States controlled 57 per cent, compared with 
38 and 32 per cent respectively in 1926. Finally, “In a number of important 
Canadian industries—including oil and gas, nickel, aluminum, asbestos, iron 
ore, automobile, electrical, rubber and chemicals—a few enterprises owned 
and controlled by United States residents account for a preponderant share of 
total investment, cutput and employment in these industries” (ibid., p. 155). 

In addition to capital investment, ownership, and control, the monograph 
discusses other aspects of economic relations between Canada and the United 
States: the sensitivity of Canada’s economy to business cycles in this country; 
the effects of United States tariff policy and of its agricultural policy; the 
trade union links between Canada and the United States; and concludes with 
a comparison of the economic growth of the two countries. The findings are 
not unexpected: the Canadian economy is sensitive to cyclical movements in 
the United States; the tariff and agricultural policies of this country have 
important repercussions in Canada, and while the trend toward lower tariffs 
and easier administration of customs is helpful, the “over-all impact of United 
States agricultural policy has likely been to restrict total farm output in 
Canada and to distort the pattern of Canadian agricultural production and 
exports” (ibid., p. 194); “the trade-union movement in the United States 
has exerted a powerful and continuous influence on Canadian organized labor 
[but] Canadian autonomy is particularly strong in the key areas of collective 
bargaining, including the use of the strike weapon” (ibid., p. 220) ; for the last 
30 years (1926 to 1955) Canada grew at a somewhat higher rate than the 
United States and, if we compare projections (for the United States essentially 
that of the Paley Commission raised by 10 per cent to allow for an upward 
revision of population forecasts), Canada’s prospective growth is likely to 
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continue at a somewhat higher rate, further reducing the gap in per capita 
and per worker income between the two countries. Expected as the findings 
are, it is of value to have a systematic, and at many points detailed and 
quantitatively tested, treatment of all these aspects of economic relations be- 
tween Canada and the United States—a treatment that assembles new data 
on several topics and breaks new ground. 

In much of the discussion of Canada-United States relations, particularly 
in the Final Report, there is a conflict between apprehension over the recently 
increased “dominance” of the United States in the foreign trade of Canada, 
its foreign capital, and some of its important industries, and recognition that 
these ties with its larger neighbor to the south are an important and increasing 
source of economic strength, a basis for past growth and a promise for the 
future which it would be irrational to forego. The discussion recognizes that 
the shift in the character and identity of Canada’s main creditors and trading 
partners is in large part a result of the country’s greater maturity, attained 
with the completion of its extensive fixed-capital network (exemplified par- 
ticularly by the railroads)—which could easily be financed by portfolio 
sources from areas other than the United States; that in a sense the greater 
involvement in trade and capital flows with the United States is evidence of 
strength which permits Canada to take advantage of its opportunities vis-4-vis 
this country as it could not do through the 19th and early 20th centuries. 

Yet there is apprehension lest the control of important industrial sectors 
of Canada by large parent companies in the United States lead to policies 
(pricing, marketing, production, research, etc.) not as beneficial to Canada’s 
economy, either in the short or long run, as those of domestically controlled 
enterprises might be; lest the increased dependence upon United States mar- 
kets, for imports and particularly for exports, make Canada more sensitive to 
the vagaries of United States economic policy; lest the ties with international 
labor unions in the United States impose policies (with respect to wage rates, 
conditions of work, etc.) that are not as beneficial to Canada as they might 
be if the unions were domestically centered. And definite recommendations are 
made for greater employment of Canadians by foreign-controlled corporations 
in high managerial and professional positions, of wider publicity of accounts 
and clear presentation of the distinguishable results of operations within 
Canada, of greater participation on boards of directors by “independent” 
Canadians, and of the sale to Canadian interests of substantial proportions of 
equity shares (about 20 to 25 per cent, see Final Report, p. 393); as well as 
for changes in Canadian tax laws and other regulations to make investment 
in equity capital more attractive to Canadians. 

While it is difficul. to weigh the elements of apprehension and economic 
justification in this mixed attitude toward Canada’s economic relations with 
the United States, one can fairly characterize it as cautious; or perhaps even 
better, as responsive (although not explicitly) to noneconomic factors and 
hence reluctant to accept fully the economic arguments—particularly when 
they cannot be thoroughly tested (which is usually the case). This attitude 
emerges most clearly in connection with Young’s monograph 27, on Canada’s 
commercial policy, which presents a clearly and cogently reasoned case for 
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free trade. Its main argument, in the author’s words, is: “In general and over 
the long run, increases in protection can be expected to lead to economic 
losses and decreases in protection to economic gain for the country as a whole. 
This follows not only from the direct effect the Canadian tariff has on the 
Canadian economy, but also from the effect Canadian commercial policy has 
on the treatment accorded this country’s exports” (p. 160). In its brief 
introduction, the Commission is somewhat apologetic about Young’s “more 
abstract case for free trade . . . than perhaps some people would expect or 
think justified in a staff study for a Royal Commission” and then adds: 
“Understandably, the Commissioners have been more concerned with tariff 
and commercial policy in the light of the existing structure of the Canadian 
economy under the conditions and circumstances of today and those which 
we foresee in the future than we have been with theories which in them- 
selves involve certain assumptions and preconceptions and which are, there- 
fore, subject to different interpretations when applied in practice” (ébid., 
front page). In the Final Report the Commission concludes that it would not 
be wise for Canada to embark upon any general program of tariff reductions 
on a unilateral basis, while “the impetus which has been given by the United 
States to a policy of freer trade is now virtually exhausted” (p. 440). 

The difficulty in accepting the position indicated—in respect to commer- 
cial policy, foreign involvement, and other aspects of relations with other 
countries—does not lie in what may to some seem to be excessive caution, 
and to others excessive nationalism. Given the variety of noneconomic factors 
—political, sociological, cultural—that play on decisions concerning inter- 
national economic relations, to claim the dominance of the economic argument 
and analysis is hardly warranted (and Young, incidentally, does not do so). 
The difficulty is rather that the references to these other factors are so general 
and vague that no firm ground for analysis and testable judgment is provided. 
What is meant by the “light of the existing structure of the Canadian econ- 
omy”? Does it mean that no changes are desirable; or that rapid changes are 
undesirable, and if so how rapid? Given the account in monograph 29 of Can- 
ada’s enterprises “controlled” from abroad, which reveals no serious defects in 
policy from the standpoint of Canada’s economic growth, what specific useful 
purpose would be achieved by a greater share of Canadian equity holdings 
in such enterprises? This is not to say that there are no good answers to these 
questions; the point is rather that none have been given. A more explicit con- 
sideration of at least some of the noneconomic factors that lurk behind the 
scene might have helped. 

At the risk of unwarranted speculation, one might suggest that greater 
economic “dependence” of Canada upon the United States, a neighbor over 
ten times its size, whose political decisions and cultural patterns may often 
not be to the taste of the Canadian community, despite obvious economic 
gains, involves some psychological costs. The relevant factors are cultural, 
socio-psychological, and political, rather than economic. Yet it is not impos- 
sible to note them explicitly, and even consider some uses of economic re- 
sources that could be expected to compensate by encouraging cultural and 
political leadership in Canada in respects and directions in which the United 
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States may be deficient. Of course, the Commission, having been instructed 
to deal with economic prospects of Canada, may have considered itself barred 
from discussing these noneconomic forces and factors. Yet in the case of inter- 
national economic relations this limitation may be a serious disadvantage; and 
the refusal to deal more explicitly with the noneconomic factors may encour- 
age a greater unwillingness to accept the purely economic arguments than 
might otherwise be the case. 


IV. Concluding Comments 


Several complexes of topics have been referred to only incidentally in the 
Commission’s inquiry, and have not been treated with the fullness that they 
warrant.’ The first is the mechanism, immediate determinants, and prospec- 
tive implications of the substantial price rise that occurred in the years follow- 
ing the second world war. A rise of 60 per cent over a decade, with the differ- 
ential impact that it must have had on the various groups in the community 
and sectors in the economy, accompanied by the rise in output and produc- 
tivity that provides the basis for so much extrapolation into the future, would 
seem to call for full-scale analysis and for more detailed consideration of policy 
tools. There is a brief discussion in the Final Report (pp. 428-33) of the 
means of dealing with inflation, emphasizing the primacy of monetary meas- 
ures in combination with fiscal policy and some selective controls; but the 
discussion is too brief and general. There is no systematic study of the price 
movements, over-all and differential; no full-scale analysis of their determi- 
nants or mechanism; and, as already indicated, little attention is paid to price 
prospects in the projections. 

Second. while extensive discussion of the distribution of national product, 
labor force, and capital by industrial source and attachment is provided, al- 
most no attention is paid to the distribution of incomes by type, among various 
occupational-industrial-economic status groups, and among different size-of- 
income groups. Granted that the basic data may be inadequate in Canada, as 
they are in the United States and other countries, yet Canadian national 
accounts and other sources contain sufficient data—on the distribution of in- 
come by type (compensation of employees, income of individual entrepreneurs, 
property incomes, etc.) combined with the industrial distribution—to shed 


* After this review was completed, William C. Hood kindly supplied proofs of the one 
still unpublished monograph (No. 3 in the Appendix). The monograph is partly a detailed 
review of the financing of economic activity in Canada during the period from 1946 through 
1956—with only the broader aggregates for 1955 and 1956; partly an appraisal of the 
operation of the capital market during the same period. The basic data are a set of 
money-flow estimates (called national transaction accounts), designed as a supplement to 
the national income accounts. The resulting matrix is highly elaborate, and the tables that 
provide the annual entries for the cells from 1946 through 1954 are a rich mine that could 
be quarried for years. Part II summarizes the conceptual structure of the accounts and 
re siews the evidence on financing for the economy as a whole for four separate periods: 
1946-48, 1949-51. 1952-54, and 1955-56. Part III deals with financing of individual sectors 
—consumer finance and business finance (including agriculture, small business, and non- 
financial corporations); Part IV, with financial institutions (life insurance companies and 
other selected intermediaries, the banking system and the money market). 

This major study will be reviewed separately in a forthcoming issue of the Review. 
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some light on the flow of incomes to various economic groups in the com- 
munity. The combination of data on personal income taxes with those on 
flow of personal income to individuals and households and information pro- 
vided by recent sample studies of distribution of income among nonfarm 
families should make possible some measure of the levels of and changes in 
the shares of upper-income groups. It need hardly be emphasized that in a 
free society, the levels of and changes in relative compensation of factors and 
groups in the community affect the relative supply as well as the structure of 
resources; and the neglect of explicit study of changes in relative compensa- 
tion, past and prospective, seriously limits both the analysis of the past and 
the projections. 

Third, no systematic and detailed analysis of government revenues and 
expenditures is provided. In its Final Report, the Commission indicates that 
it deliberately omitted consideration of “the whole question of the con- 
tinuing relationship of the federal, provincial and municipal levels of govern- 
ment, and the tax revenues which each should have in order adequately to 
carry out its responsibilities,” and explains the omission as due to the desire 
not to conflict with the study of this topic “by the officials of the respective 
governments preparatory to a Federal-Provincial Conference on the subject” 
(p. 455). Whatever the reason, there is no study of government revenue col- 
lections and other means of financing government activity, and their possible 
impact upon production, spending, and saving incentives in the private sector; 
nor is there any analysis of government expenditures, and their possible con- 
tributions to the various groups in the community or to the various sectors of 
the economy. The sheer quantitative weight of government activity, so sub- 
stantially increased in recent decades—as evidenced by a rise in the share 
of government purchases of goods in gross national product from about 10 
per cent in 1927-29 to 18 per cent in 1953-55, and projected to almost 17 per 
cent in 1979-81 (monograph 2, Table 7.4, p. 318), seems to warrant a 
detailed and explicit analysis. 

Fourth, and perhaps most important, no systematic comparison of supply 
with needs, of growth with what growth is supposed to serve, has been at- 
tempted—either in the analysis of the past record or in the projections (ex- 
cept in the few cases, like that of social capital, where projections were 
directly based on needs). Yet it may legitimately be asked whether the growth 
that occurred in the past fell short of apparent needs in some specific areas or 
in some broad sectors; and whether the projected growth, if it is realized, 
will be a tolerable approximation of supplies to the range of the needs of the 
community as reasonably envisaged. Without such a comparison, one naturally 
wonders what growth is for, and whether the frequently cited statistical rate 
represents adequate growth for the major types of individual and collective 
needs. 

Associated with these omissions, and also in part with the basic assumptions 
underlying the projections, is an impression of a kind of “problemlessness.” 
Presumably, one purpose of the inquiry, in appraising Canada’s prospects of 
growth, was to ascertain whether there were any major obstacles to growth at 
what might be considered satisfactory rates and with satisfactory patterns; 
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and to explore policies to deal with such problems. The Final Report gives 
the impression that no serious problems exist; and policy recommendations 
are specific on minor issues but are rather general when they touch upon a 
major problem like inflation. To be sure, there are recommendations for: an 
energy commission to guide policies in that field; an accelerated depreciation 
rate and other taxation measures to induce greater investment of domestic 
savings; changes in rules governing investment by financial intermediaries to 
assure better performance of capital markets; greater “integration” of foreign- 
controlled corporations, by measures already noted above; more imaginative 
treatment of the problems of growing urban conglomerates; raising the pay 
scales in education and other community services; immigration, particularly 
of skilled labor; straightening out some anomalies in tariff structure and ad- 
ministration. But all these seem minor, in comparison with some major prob- 
lems that have been ignored. 

The gravest problem of Western civilization, the danger of an all-out con- 
flict, is removed by a general caveat; and the related potential problem, of 
the possible burden of defense outlay on the economy, is also removed by the 
more specific assumption which points to a government defense expenditure 
by 1979-81 of less than 4 per cent of gross national product, compared with 
7 per cent in 1953-55 (monograph 2, Table 7.4, p. 318). Moreover, the share 
of government nondefense expenditures is assumed to rise from 11 per cent of 
gross national product in 1953-55 to only 13 per cent in 1980. The problem 
of inflation is, as already suggested, largely omitted from the analysis of the 
past, and removed by assumption from the projections. Any problems con- 
nected with income distribution among various groups in the country are, 
also as indicated, omitted from the analysis and not explicitly brought into 
the projections. And without systematic comparison of needs and supplies, 
the adequacy of past growth cannot be tested nor can any problems connected 
with the failure to supply some needs in the future be discussed. All that we 
are left with are essentially production problems, in the narrow sense of the 
word; and given the backlog of useful knowledge, the capacity for accelerated 
increase in the future, Canada’s endowment with natural resources as pres- 
ently seen, and some plausible growth in the United States, these are bound 
to be relatively minor. 

These observations are not intended to be critical of the Commission’s 
inquiry. They reflect the true situation, viz., that in rich developed countries 
(like Canada, the United States, and a number of others) the economic prob- 
lems raised by consideration of growth prospects in terms of supply of factors 
and demand for products are relatively minor. The major problems are in the 
realm of international relations—with the Communist and underdeveloped 
countries; in control of inflation and its impact on the differential position 
of various groups; and in the use of the government sector, not only for the 
short run (which is not directly considered in the inquiry) but also to offset 
any possible specific deficiencies of the market mechanism and of the private 
sector in supplying commodities and services to satisfy some socially important 
needs 


The comments in this review are perhaps too demanding in their emphasis 
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on the omissions in the inquiry; and may perhaps understate the value of the 
analysis and the discussion in the Final Report and in the monographs. I 
would be the first to regret it if the review left this impression, and failed to 
convey an appreciation of the usefulness of the Commission’s published re- 
sults as a reference series of wide scope and as a valuable attempt at a sys- 
tematic translation of the analyzed record of the past into a projected, if 
oversimplified, future. 

Two comments are appropriate in conclusion. First, the period over which 
the studies were completed was very short. The Commission was set up in 
mid-1955, most of the monographs appeared by early 1957 after a period of 
about a year and a half, and all but one and the Final Report were pub- 
lished by the end of 1957. This is an amazingly short period in which to pre- 
pare and publish a series of monographs so impressive in coverage and content. 
While the brevity of the period may account in part for some of the omis- 
sions noted above, it is positive proof of the remarkable production efficiency 
of this research project. 

Second, much of the value of the Commission and its efforts lies in the 
systematization of knowledge that already exists about Canada’s economy, 
and particularly in the spread of such knowledge over wider circles—a process 
of education. The enrichment of widely held economic knowledge, the pro- 
vision of a more balanced framework within which policy decisions can be 
made, is potentially a more useful service—in purely “practical” terms—than 
any specific policy recommendations that may be made. And this service can 
remain effective and increase in value only if the effort is continued and 
extended. We hope that the present inquiry will be the first in a series, to be 
followed by others at not too distant intervals—in which the same and addi- 
tional aspects of Canada’s economy will be treated in systematic relation to 
each other; and that continued wide use of the results of the present inquiry 
will be made by scholars and students of economic affairs—a use these results 
richly deserve. 


APPENDIX 


CLASSIFIED List OF PUBLICATIONS OF THE RoyAL COMMISSION ON 
CANADA’s ECONOMIC PROSPECTS 


All publications are by Edmond Cloutier, Queen’s Printer and Controller 
of Stationery, Hull or Ottawa. The dates of completion are indicated follow- 
ing each title, publication being in the same or following year. No prices are 
given. 


Preliminary Report, Dec. 1956, 142 pp. 
Final Report, Nov. 1957, 509 pp. 


A. Studies of Basic Aggregates, Projections, and Components by Type of Use: 
1. J. M. Smitu, Canadian Economic Growth and Development from 1939 to 
1955, May 1957, 80 pp. 
2. W. C. Hoop anp ANTHONY Scott, Output, Labour and Capital in the 
Canadian Economy, Feb. 1957, 513 pp. 
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W. C. Hoop, Financing of Economic Activity in Canada, including A 
Presentation of National Transaction Accounts for Canada, 1946-1954, 
by L. M. Read, S. J. Handfield-Jones and F. W. Emmerson, to be pub- 
lished in 1959, about 700 pp. 


. D. W. StatEer, Consumption Expenditures in Canada, May 1957, xi + 


198 pp. 


. Yves Dust, J. E. Howes anp D. L. McQueen, Housing and Social 


Capital, Jan. 1957, 164 pp. 


. R. D. Howranp, Some Regional Aspects of Canada’s Economic Develop- 


ment, Nov. 1957, xi + 302 pp. 


B. Industry Studies: 


. The Bank of Montreal, The Service Industries, March 1956, 161 pp. 


. W. M. Drummonp AND W. Mackenzie, Progress and Prospects of 


Canadian Agriculture, Jan. 1957, 424 pp. 


. Joun Davis, A. L. Best, P. E. Lacuance, S. L. Prince, J. M. Smitu, 


D. A. Witson, The Outlook for the Canadian Forest Industries, March 
1957, 261 pp. 


. The Department of Fisheries of Canada and The Fisheries Research 


Board, The Commercial Fisheries of Canada, Sept. 1956, 193 pp. 


. Joun Davis, Mining and Mineral Processing in Canada, Oct. 1957, ix + 
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A C. Studies of Foreign Trade, Investment, and Policy: 
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4 338 pp. 
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* One of a series of three studies prepared under the direction of S. S. Reisman. 
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COMMUNICATIONS 


Rent as a Measure of Welfare Change 


The definitions of economic rent in current use fall easily into two cate- 
gories: (1) a payment in excess of that necessary to maintain a resource in 
its current occupation. Thus, Frederick Benham [1, p. 227] tells us that 
rents are “. . . the sums paid to the factors which need not be paid in order 
to retain the factors in the industry.” While to Kenneth Boulding [2, p. 230] 
it is the payment to a factor “. . . in excess of the minimum amount necessary 
to keep that factor in its present occupation.” (2) The difference between 
the current earnings of a resource and its transfer earnings'—the latter term 
signifying its earnings in the next best alternative use [1, p. 328]. For in- 
stance, Paul Samuelson [6, p. 593] says, “. . . we should term the excess of 
his income above the alternative wage he could earn elsewhere as a pure rent.” 
Similarly, for George Stigler [7, p. 99] the rent of a factor is “. . . the excess 
of its return in the best use over its possible return in other uses? . . .”” 

While the first type of definition is, as we shall see, unavoidably ambigu- 
ous, the second type is yet more inadequate. Among other things it would 
require that, in the choice of occupation, men were motivated solely by 
pecuniary considerations. 


I. A Measure of Rent as an Economic Surplus 


For the purpose of revealing ambiguities in the existing definitions of 
economic rent and of demonstrating the logic of the proposed definition, we 
shall find it no less convenient and a good deal more suggestive to take our 
bearings from a more generalized version of the traditional theory of con- 
sumer’s choice. 

Rather than maximizing the utility function W{u(x, . . ., x,)}, over the 


range in which > O for all x,, subject to the usual constraint }o,*, = 
Y, where Y is the individual’s income [cf. 3, p. 305], we require our individual, 
in possession of given resources, or assets, to maximize such a function sub- 
ject to =p,x, = O. At least one of the x’s is negative in order to indicate a 
quantity supplied per period by the individual of a good or service and, of 
course, at least one of the x’s is positive to indicate a quantity demanded per 


*To impart precision to this measure of economic rent the period of adjustment should 
be specified, as should, also, the area of comparison—within the industry, region, country, 
or within the world as a whole. But since the inadequacy of this definition of rent pre- 
vails irrespective of these distinctions, I shall make no further mention of them in this 
paper. 

*In all these cases the writers appear to be using “factor” in the sense in which I shall 
use the term “resource.” And though, generally, I prefer to reserve the term factor for the 
productive service of the resource, it will avoid possible confusion if instead I adhere to 
the term productive service. 
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period of a good or service. The suggested constraint expresses nothing more 
than the proposition that, in all circumstances, the individual’s current earn- 
ings are equal to the current value of his expenditure.* It is a significant 
amendment, however, because it brings to the fore the notion of simultaneous 
determination of the individual’s allocation of his productive services and of 
his earnings in response to a given pattern of prices: an obvious point per- 
haps, but one frequently ignored in the analysis of the individual’s demand 
and supply curves. 

Maximizing the utility function subject to our new constraint, we derive 


W 
= hp, (A being identified as the 

marginal utility of income) for all goods and services whether their magnitudes 
are positive or negative—whether, that is, they are demanded or supplied by 

Ox 
the individual.* Or, dispensing with utility, we can write — = for any 
Xj i 


the well-known equilibrium condition 


i and j. 
It should be apparent that, although the substitution effect may be defined 


Ox. 
in the customary way, there can be no income effect, orn since there is no 


necessary correspondence, using our new constraint, between changes in the 
individual’s welfare and changes in his income, real or money. For with the 
new constraint, money income, Y, is no longer held constant; it is determined 
along with all the other variables. It may increase, remain unchanged, or 
diminish, with an improvement in the individual’s welfare. In its place, there- 


Ox, 
fore, we derive a welfare cffect, ow In consequence, the effect on the quan- 


tity bought or sold of any chosen good or service of a given change in the 
set of prices is divided into a substitution effect and a welfare effect. 

The implications of this less-restricted formulation, though straightforward 
enough, are worth recording. A change in the price of any good or service— 
whether it is supplied or demanded by the individual—changes, in general, the 
quantities of all goods and services which the individual buys and sells. 
Consequently it changes the value of his earnings and expenditure. A search 
for a useful definition of an “incentive good” might begin with the implication 
that a fall in the price of any consumed good will, inter alia, increase or reduce 
the amount of work done by the individual as a result of the operation of 
the welfare effect. But this will not be pursued here. 


*Strictly speaking his spending is equal to current earnings less current saving plus 
current dissaving. This could easily be allowed for without any modification of our con- 
clusions. Over time, if his assets grow, his demand for goods and his disposal of productive 
services will, of course, alter. This problem is, however, common to all such static analysis. 

*Since we restrict ourselves to the range in which the marginal utilities of all goods and 
services are positive, the acquisition of goods or services adds to the individual’s total 
utility while the supply of goods and services from the individual’s assets or resources sub- 
tracts from his total utility. Corresponding to the equilibrium conditions for goods pur- 
chased, the marginal utilities of the productive services supplied to the market are pro- 
portional to their corresponding supply prices. 
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Having extended the customary confines of the theory of consumer’s choice 
we may now develop the argument largely in terms of two or three goods or 
services, but deriving from our hypothesis a more symmetrical construction 
of the individual indifference map. Since =p,x, = O, the price hyperplane 
passes through the origin of an n-dimensional indifference map and is nega- 


' 
hy 
a 


FicureE 1 


tive in slope with respect to all the axes. This means that in order to acquire 
(surrender) more of one good or service, other goods or services must be 
surrendered (or acquired). 

A two-dimensional cross section of this indifference map is represented in 
Figure 1. Any distance Ox to the right of the origin measures amount per 
unit period of x acquired by the individual. Any distance Ox to the left of the 
origin measures the amount of x per period given up by the individual. Simi- 
larly, Oy above the origin measures the quantity of y taken, and Oy below the 
origin, the quantity of y given up. Inasmuch as rent partakes of the nature of 
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a surplus, and is to be measured in exactly the same way as consumer’s sur- 
plus is measured, it is advantageous to consider in some detail the simple 
problem of the individual supplying x, say a single type of productive service, 
“labor,” to the market in return for which y is demanded. Thus, we operate 
in the north-west quadrant of the figure. And though we may not do so in 
an n-dimensional treatment of the problem, confined as we are to two dimen- 
sions we may find it convenient to regard y as all other goods at fixed prices, 
the only price which alters being the price of x, labor.* We now seek a pre- 
cise measure of the difference in welfare resulting from alternative supply 
prices of labor. 

If we construct a price line P, passing through the origin and tangent to 
Q, on the indifference curve J,, the individual is represented as in equilibrium, 
giving up Ox, of labor and acquiring in exchange Oy, of income y. We now 
perform the familiar Hicksian experiment in order to have the supply effects 
on all fours with those of demand. The price of x is now increased from p, to 
pe, the individual’s new equilibrium being at Q. on the indifference curve /:. 
The change in equilibrium positions consequent upon the change in the price 
of labor may be divided into the substitution effect, 0, to Q,’, and the welfare 
effect, Q,’ to Q2 (or alternatively the welfare effect Q, to Q.’ and the sub- 
stitution effect Q.’ to Q.). Although the welfare effect can, of course, go 
either way, it should be noticed that a positive welfare effect on x, implying an 
increase in the demand for x, constitutes a reduction in its supply, which is to 
say that a positive or “normal” welfare effect of a rise in the supply price of 
labor, or in the supply price of any good or service, is that of a reduction in 
the quantity supplied by the individual. The “backward-bending” supply 
curve of labor is, then, the outcome of a strong positive, or normal, welfare 
effect, and not a negative, or perverse, welfare effect. 

Suppose we are now to measure the increase in welfare following a rise in 
the price of x to ~2, we may follow Hicks’ practice [4, pp. 69-82] and dis- 
tinguish between two preliminary measures: the compensating variation (CV), 
and the equivalent variation (EV). The CV is the amount of y which, follow- 
ing a change in the price of x, has to be given to or taken from the individual 
in order that his initial welfare—indicated by the indifference curve /, in 
Figure 1—remain unchanged. In this instance, the individual’s welfare being 


* This construction, and its later elaboration, are, I believe, to be preferred to the more 
common leisure-income diagram apart from the fact that the present diagram is derived 
directly from the more general condition in which the individual chooses to supply a 
combination of various goods and productive services to the market in amounts which 
depend upon the current set of prices: (1) Giving up leisure, a homogeneous good, does 
not have the same connotation as providing various kinds of services each of which re- 
quires a different skill and entails a different degree of hardship for the individual. (2) We 
need not evoke the artifice of a fixed amount of the good, leisure, say 24 hours a day, 
with the rather awkward result that an improvement in welfare may be represented along 
one axis as equivalent to more than 24 hours of leisure a day. In the construction used here, 
the shape of the indifference curves acts to limit the supply of any productive service 
furnished to the market, and our measure of welfare changes is in terms only of the good, 
y. Finally (3) the indifference map used here is the correct prior construction to that use- 
ful textbook diagram in which a downward-sloping line crosses the price-axis, to the 
right of which is represented the demand schedule and to the left, the supply schedule. 
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improved as a result of the price change, Oy’ measures the CV. For if Oy’ 
were taken from his income he could still maintain his initial welfare position 
on /,, given that the higher supply price P, is available to him. The EV, on the 
other hand, is the amount of y which has to be given to, or taken from, the 
individual to ensure that he reaches the new level of welfare when the change 
in price does not apply to him. Since in this instance the increment in welfare 
is positive he is to receive a money equivalent. If he receives Oy” he can just 
reach /,, the new level of welfare, with the old price P. 

The concept of rent as an economic surplus, it is suggested here, should be 
measured as a CV or an EV in a manner symmetrical in all respects with the 
concept of consumer’s surplus. In the example above, it arises as the difference 
in welfare experienced by the individual from the rise in the supply price to 
P,, P; being regarded as the most preferred alternative open to him.* The rent 
obiviously becomes larger the lower the initial supply price P,. In the limiting 
case, P, will be a no-transactions price tangent to an indifference curve at the 
point where it crosses the vertical axis. 

Since the current definitions treat rent as a surplus which may be appropri- 
ated without any effects on the supply of the individual’s productive services 
in his current occupation, it is important to observe that in all cases in which 
the individual is made to pay or to receive compensation equal to the measures 
of rent suggested, the amount of the productive service he will then offer will 
differ from that which he originally supplied at the current price. For example, 
if, having reached Q, in Figure 1, he is made to pay the full CV, equal to Oy’, 
he will no longer continue to supply Ox, of labor. Instead he will supply the 
amount indicated by the equilibrium point Q,’—a larger amount than before if 
x is normal. 

Finally it may be instructive to remove the restriction of a single occupation 
in our analysis and to consider briefly the case of the supply of productive 
services to two alternative occupations, A and B, in which, although the in- 
dividual might choose to work part-time in each if that were feasible, he is 
obliged, owing to institutional arrangements, to work entirely in the one oc- 
cupation or the other. 

In Figure 2, a three-dimensional indifference map with a vertical y-axis 
and two horizontal axes, a and 3, crossing at right angles, we cut a vertical 
slice along the negative ay plane and along the negative by plane as far as the 


*Though we are working with a single productive service, labor, the notion and the 
definition of economic rent may, just as in the analysis of consumer’s surplus, be extended 
to several services with obvious modifications. If, for example, the individual is providing 
two services, %, and x2, then a rise in the supply price of both services yields a CV rent 
which is the maximum he is willing to pay—prices of all goods and services other than 
those of x: and x: remaining unchanged—rather than forego these higher prices. This 
measure remains the same, as we might expect, if we measure each in turn and add them: 
the rent when the price of x; rises, all other prices, including that of x2, being constant, 
plus the additional rent when now the price of x2 rises, all other prices remaining constant 
with x, unchanged at its new price. 

This argument is symmetrical with that of Hicks on consumer’s surplus [4, pp. 178-79], 
but the generalization in the conclusion of this paper goes further than Hicks’. 
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y-axis and remove the segment. Hence, if we imagine our figure divided ver- 
tically into four quarters, we shall be looking into the space left after the re- 
moval of the vertical quarter in which @ and b are both negative. The upper 
part of what meets the eye is represented in Figure 2. By removing the 
vertical quarter referred to, we have removed the possibility of combining 
employment A and B. 

Despite the fact that both the rate of pay and the resultant earnings are 
higher in A than in B, the individual chooses to supply his services to B, his 
equilibrium there being at Q; on the indifference surface 7, compared with 
the alternative equilibrium position Q, on J,. Nonetheless, he enjoys a positive 
economic rent in the lower-paid occupation B which can be measured by the 
CV, Oy’—the maximum he is prepared to pay to remain in B when A, at the 
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existing wage-rate, is the only alternative open to him. It can also be measured 
by the EV, Oy’—the minimum the individual must be paid in order to in- 
duce him to transfer his services from B to A.’ 


II. Comparison with the Marshallian Concept 


Let us now compare our results with Marshall’s concept of rent. Though 
the Principles do not contain a formal definition of rent, the sense of most 
of Marshall’s dicta on the subject points to a definition of rent as a surplus 
above that necessary to elicit the productive services of a resource.* This 
Marshallian definition, essentially that of category (1), suffers from the same 
imprecision as his definition of consumer’s surplus.® For one thing, the surplus 
was treated as if it could be taxed away without affecting the supply of the 
productive service, which is manifestly false on our analysis. Once this is 
granted the difficulties are easily perceived. In order to persist with the Mar- 
shallian definition we have to interpret it to have reference to some un- 
changed amount of the productive service; either (a) the amount supplied 
in the equilibrium position resulting from the price change (Ox, in Figure 
1), or (b) that supplied in the original equilibrium position (Ox, in Figure 
1). In either case we are saddled with an improbable and cumbersome measure 
inasmuch as we have to compel the individual to supply an amount of the 
productive service other than that which he would freely choose. For instance, 
if we adopt (a) we derive what may be called, for convenience, the Marshal- 
lian CV, equal to Oy,. It represents the maximum amount of money the indi- 
vidual would surrender in order to retain P. if at the same time he were con- 
strained to provide no more than Ox, of productive service—Ox, being the 
amount supplied at P, when he is free to choose. As we should expect, the 
restriction on his choice of quantity reduces the maximum he is prepared to 
pay for the privilege of the P. price. In a like manner, if we adopt (b), the 
Marshallian EV, we are left with a measure Oy,. It is larger than the EV 
proper, Oy” since the minimum payment to him must be greater if he is now 


"In all cases in which institutional arrangements preclude a combination of occupations 
—the individual having the choice only of putting the services of his resources entirely in 
A or in B—the coincidence of the four definitions and the Marshallian measure of rent no 
longer follow from a zero welfare elasticity, for the EV and the CV now arise from 
different cross-sections of the individual indifference map. 

*In particular see pp. 155-62, and pp. 427-30 [5]. Elsewhere in the Principles Marshall 
talks of the additional earnings resulting from superior abilities as a surplus or rent 
[5, pp. 577-79 and 623-27]. What part of the additional earnings might be regarded as 
rent on the definition attributed to Marshall cannot be known without determining first 
.what part of the additional earnings is necessary to attract the resource into that occupa- 
tion. From the point of view of the firm, however, the additional payments for superior 
abilities must appear as efficiency payments. 

*[5, p. 124] Marshall was, of course, aware of the slippery nature of his consumer's 
surplus (though not, apparently, of his economic rent) and tried to cover himself by 
specifying a change in the demand price for a particular good whose real-income effect 
was so small in relation to the individual’s budget that the marginal utility of money in- 
come could be taken, for all practical purposes, as constant. The trouble with this is that 
it is double-edged: ambiguity is reduced by reducing the significance of what is being 
measured. Ambiguity disappears entirely only when the price change under consideration 
becomes zero and there is nothing left to measure. 
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compelled to provide the original quantity of productive services Ox, at the 
original price P, when his welfare is increased from /, to /,. There is obviously 
nothing strictly illogical about such definitions, but on the grounds of plaus- 
ibility and convenience they are to be rejected in favor of the CV and EV 
proper. 

If, on the other hand, a Marshallian measure of economic rent is taken to 
be the area above the supply curve of the services of the individual’s resource’® 
—a measure which seems to correspond with the category (2) definition if the 
individual’s supply curve represents maximum earnings of successive incre- 
ments of productive services in alternative uses—for this measure to be of any 
use requires (i) an upward-sloping supply curve, and (ii) exclusion of non- 
pecuniary considerations. Clearly this Marshallian measure, which is popular 
in textbooks, is inadequate since it represents no more than a first derivative of 
the locus of price-quantity equilibria of an indifference map. Nor is this de- 
rivative necessarily upward-sloping; it may be backward-bending in con- 
trast to the marginal indifference curves which will always be upward-sloping. 
It appears yet more unsatisfactory if the restriction to pecuniary considera- 
tions is removed. We may then discover that differences between the earnings 
of the resource in its current occupation and those of the relevant alternative 
occupation are negative, a tribute to the individual’s preference for his present 
occupation. 

Hicks has done some admirable work in tracing the relationships between 
Marshall’s definition of consumer’s surplus, Marshall’s way of measuring con- 
sumer’s surplus (the area under the individual’s demand curve), and the two 
precise measures CV and ZV which were initially suggested by his indifference 
curve analysis. Important as these contributions were in clarifying our ideas 
on this tangled subject, it can be held that the tracing of these precise re- 
lationships assumes a far greater importance on the neglected supply side. 
For it is surely just there that we cannot reasonably suppose that a change in 
price has negligible effects on the welfare of the individual inasmuch as the 
supply of any one of his productive services enters significantly into his 
budget. To the extent it does so, the area above the individual’s supply curve, 
especially in the case of only one productive service, is a much less reliable 
index of the surplus welfare than the area under his demand curve for any 
one good. 

- In the special case in which the welfare elasticity of the supply of x is zero 
there is a coincidence of the CV, EV, Marshallian CV, Marshallian EV, and 
the Marshallian measure, the area above the supply curve. (This same coincid- 
ence obtains when the rent is reckoned as between the current and alternative 
occupations in the case in which the choice between occupations rests on a 
purely pecuniary basis.) While in general, a zero elasticity of supply with 


(5, p. 811.] Here Marshall graphically illustrates consumer’s surplus and producer’s 
surplus for an industry. But even ii we interpret the industry’s supply curve as a marginal 
curve, the producer’s surplus could be identified with the rent of resources in that industry 
only under restricted conditions. On the other hand, it would hardly be inconsistent with 
Marshall’s view of things to interpret the measurement of the individual’s rent in a 
manner symmetrical with his suggested measurement of the’ individual’s consumer’s sur- 
plus [5, pp. 125-27] as the area under the individual’s demand curve. 


394 THE AMERICAN ECONOMIC REVIEW 


respect to price does not entail a zero welfare elasticity, in the particular case 
in which the former derives from a zero substitutibility plus a zero welfare 
elasticity, these four definitions and the Marshallian measure all come to the 
same thing. The zero substitutability implies no alternative uses and therefore 
a set of vertical marginal indifference curves. The zero welfare elasticity im- 
plies that all the marginal indifference curves will coincide. Ricardian land is 
a favorite example of a zero elasticity of supply of this sort. Its characteristic 
is that it has only one use, say wheat production. As a consequence of this 
characteristic (i) it cannot move elsewhere in response to changes in relative 
prices (zero substitution effect), and therefore (ii) all of a given acreage of 
land of uniform quality is brought into wheat production in response to any 
positive price per acre (zero welfare effect) .** 


III. Conclusion 


Little further reflection is required to recognize that consumer’s surplus 
and economic rent are both measures of the change in the individual’s welfare 
when the set of prices facing him are changed or the constraints imposed upon 
him are altered. Any distinction between them is one of convenience only: con- 
sumer’s surpluses have reference to demand prices, economic rent to supply 
prices. Furthermore, no consideration of logic precludes our measuring the 
individual’s gain—in terms either of the CV or the EV—from, say, a simul- 
taneous fall in the price of a good bought and a rise in the price of a service 
provided. 

Indeed, in general, if any one, several, or even all prices change for the indi- 
vidual, some demand prices and some supply prices rising, others falling, the 
resulting change in the individual’s welfare can, in principle, be measured by 
either of our definitions. The CV is an exact measure of the transfer, to or 
from the individual, following a change in the set of all prices, in order to 
maintain his initial level of welfare. In this case the amount transferred is 
measured in terms of any one good, in combinations of various goods, or in 
a combination of all goods dealt in, always using the new set of prices. This 
is quite possible since, given a set of prices, the amount of any one good is 
equivalent in value to various combinations of some particular goods or of all 
goods. More usefully, an amount of money calculated at the given set of prices 
will suffice to measure the CV. 

On the other hand, the EV is an exact measure of the transfer necessary to 
bring the individual’s level of welfare into equality with what it would have 
been if he were not, as he is, debarred from the new set of prices. The amount 
of the transfer is now calculated at the old prices, and may be expressed in 
money or in any combination of goods at these prices. 

E. J. MisHan* 

™ The indifference curves in this special case would all be horizontal (signifying zero 
elasticity of substitution) up to a distance representing the maximum supply of productive 
service from the given resource. At this distance they would all become vertical and, hence, 
coincide. Rent however measured would, on this vertical limit, be equal to the vertical 
distance between the two price lines in question. 

*The author is assistant lecturer at the London School of Economics. He wishes to 
acknowledge his indebtedness to S. A. Ozga for valuable criticisms and suggestions. 
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Shifts in Factor Payments and Income Distribution 


The major shift in the inequality of income from 1929 to the end of the 
second world war and its relative stability since that time’ can be explained 
in part by the corresponding pattern of, first, the major shifts in, and later, the 
relative stability of, the various major types of income payments. The follow- 
ing method measures the quantitative importance of the effect of factor- 
payment changes on income redistribution. The procedure is illustrated in 
Table 1. The 1952 distribution is presented in the top section of the table in 
conjunction with the percentage importance of the major types of income. The 
lower section of the table shows what the 1952 distribution could have looked 
like had the major types of income had the same percentage importance that 
they had in 1929. 

The only 1929 data used in the redistribution technique are the 1929 
major-type percentages presented in Table 1 in the last row.? These are mul- 
tiplied by the 1952 total income of $212.9 billion to obtain each major-type 
dollar total (for the 1929 distribution) shown in the next to last line of Table 
1. Each major-type dollar total is then distributed among the four income 
classes on the same percentage basis as that shown by the 1952 distribution 
for that major type. Because of the nature of the data, it was not only neces- 
sary to assume constant dispersion within each major type of income, but to 
assume that the number of families in each of the four income classes would 
remain the same after the redistribution. 

The distribution of 1952 total family personal income by income classes 
(based on the 1929 major-type distribution) is now simply obtained by add- 
ing, for each income class, the incomes of the different major types. The 
percentage distribution by income classes is derived from these totals. 

The 1929 major-type distribution is more concentrated because dividends, 


*See Selma Goldsmith, “Size Distribution of Personal Income,” Surv. Curr. Bus., Apr. 
1958, 38, 11-12 and Lee Soltow, “The Trend Movement in the Income Distribution in 
Wisconsin for a Twenty Year Period,” Rev. Econ. Stat., May 1957, 39, 223-25. 

?The available major-type income-class data for 1952 presented in Table 1 are for 
nonfarm multiperson families. The total of $212.9 billion is somewhat less than total 
nonfarm personal income of $261 billion. Major-type percentages which are comparable 
for both 1952 and 1929 are available only for all nonfarm persons. Major-type percentages 
for nonfarm multiperson family income in 1929 were obtained by: (1) computing, for 
each major type of personal income, the ratio of the 1952 percentage to that of 1929 for the 
income of nonfarm persons; (2) applying each of these ratios to the corresponding major- 
type percentage for 1952 multiperson family income. 
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business income, and interest and rent, the three types of income most un- 
equally distributed, were relatively more important in that year. The mean 
difference* computed from the four income classes is $3,820 for the 1952 
distribution and $4,320 for the 1952 redistribution using 1929 percentages 


TABLE 2—MEAN DIFFERENCE INDEX AND Major Tyres OF PERSONAL 
INCOME FOR NONFARM MULTIPERSON Famities, 1929-57 


Mean Dif- Percentage Importance of the Major Type in the Total 

ference or Personal Income for the Year 

Coefficient 
Year of Con- Ww Business, Interest 

centration ~y Profes- Divi- and Transfer Total 

Index Sale sional dends Rental | Payments 

(1929= 100) — Income Income 
1929 100 62 12 8 16 2 100 
1930 99 63 11 9 16 2 100 
1931 95 62 9 8 17 4 100 
1932 91 63 7 6 20 4 100 
1933 90 65 8 5 19 4 100 
1934 92 66 9 6 15 4 100 
1935 93 66 10 6 14 4 100 
1936 94 65 11 8 12 4 100 
1937 96 66 11 8 12 3 100 
1938 93 66 11 6 13 4 100 
1939 94 66 11 6 13 4 100 
1940 94 66 12 6 12 3 100 
1941 95 68 13 6 10 3 100 
1942 oF 71 13 4 9 2 100 
1943 93 74 13 4 8 2 100 
1944 92 75 12 4 8 2 100 
1945 91 73 13 3 8 3 100 
1946 90 68 14 4 9 6 100 
1947 89 70 12 4 8 5 100 
1948 90 70 12 4 8 5 100 
1949 89 69 12 5 9 5 100 
1950 89 69 11 $ 9 6 100 
1951 89 72 11 4 9 4 100 
1952 88 72 11 4 9 4 100 
1953 88 73 10 4 9 4 100 
1954 88 72 10 4 9 § 100 
1955 88 72 10 4 9 5 100 
1956 88 72 10 4 9 5 100 
1957 87 72 9 4 9 5 100 


Figures do not necessarily add to totals due to rounding. 
Source of Data: See Table 1 and footnote 2. 


for the different types of income. Thus it might be stated that the change in 
the relative importance in the types of factor payments over this period is 
responsible for each family’s income being 12 per cent closer to every other 
family’s income. 

Similarly, the mean difference for the 1952 distribution of income has been 


* This is Gini’s mean difference. See M. G. Kendall, The Advanced Theory of Statistics, 
4th ed., London 1948, pp. 42-46. 
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computed using in turn the major-type percentages of each of the years 1930- 
57. The resulting mean differences, expressed as percentages of the 1929 figure, 
are shown in Table 2 along with the major-type percentages. 

It must be remembered that the procedure assumes that total income for 
each year was the same as it was in 1952 and that the dispersion of income 
within each major type remains constant, so that only the change due to the 
shifting importance of types of payments is reflected. Differences due to 
changes in such characteristics as age, education, and occupation are not con- 
sidered except at they are responsible for shifts in major types of payment. 

It can be seen that from 1929 to 1933, with the drop in importance of the 
two most unequally distributed types (dividends and business income), an 
inequality level near that of the postwar period was achieved.* Half of this 
decrease was regained by the start of the war, largely because of the increased 
importance of business income. The sharp drop in interest and rent had a 
more limited effect since the inequality of this type is much closer to that of 
the inequality of total income. 

A comparison of 1941 with 1947 shows decreases in the three most con- 
centrated types, and increases in the two least concentrated types. The rela- 
tive constancy of the mean difference since 1947, as shown in Table 2, reflects 
the fact that the percentage importance of the factors has been constant except 
for a shift from business and professional income to wages and salaries. 

The radical shifts in importance of the major types of payments from 1929 
to 1947 decreased inequality over 10 per cent; and the relative stability of 
major types since 1947 explains, in part, why the distribution of income has 
remained constant since that time. 

LEE SoLtow* 

*The coefficient of concentration (ibid., p. 45) can be used as an indication of the 
degree of inequality for each of the five major types in 1952. The coefficients for the 
1952 data of Table 1 assuming each family received all types are: .27 for wages, .63 for 
business and professional income, .72 for dividends, 36 for interest and rental income, 
—.13 for transfer payments, and .32 for total income. The negative figure for transfer 
payments arises because the families in the lowest-income class receive a large per cent of 
transfer payments. The coefficient of concentration of total income for each year can be 


approximated by applying the major-type percentages of Table 2 as weights to the above 
coefficients. 


* The author is associate professor of statistics at Ohio University. 


Interstate Apportionment of Business Income 


The Supreme Court early in 1959 ruled explicitly on the scope of state 
jurisdiction under the Constitution to tax income from purely interstate busi- 
ness activity. The Court decided that states have significantly broader power 
than they have been exercising. A nondiscriminatory, properly apportioned 
state tax on net income can now be imposed on a foreign (out-of-state) busi- 
ness when the activities in the state constitute a sufficient “nexus.” The con- 
tact necessary to sustain tax, we now learn, is decidedly less than formerly 
assumed. There is no doubt about the emergence—more accurately the ac- 
centuation—of a problem with economic, as well as legal and accounting, 


aspects. 
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In principle the extension of state taxes as now permitted would not be 
cause for concern if compliance costs could be kept modest and éf a proper 
basis for apportionment were utilized. Yet it seems inevitable that compliance 
costs will often be high in relation to tax, not infrequently more than the tax 
itself. One method of helping minimize what is avoidable social waste would 
be to standardize the formula. The more states using the same formula, the 
more economically businesses can comply and, in fact, the more efficiently 
governments can administer the tax. Perhaps now that many more businesses 
face a problem which heretofore has involved only a relative few, significant 
political pressure will build up for standardization—possibly even for Con- 
gressional action.* 

For many decades states have sought to allocate, i.e., to divide up for tax 
purposes, the income of a corporation or unincorporated business among the 
states in which the firm carries on its activities. Many formulas have been 
devised and have received at least implicit Court approval. There has been a 
long and frustrating history of efforts to get agreement on a single formula. 
Despite some progress toward uniformity, practice still differs widely.” 

States utilize their freedom to prescribe the formula each prefers. Any large 
firm will likely find itself computing and paying tax on several bases. It now 
seems certain that very many more firms must comply with many more laws. 
The prospect of being subjected to state tax on more than 100 per cent of net 
income has increased. Yet this is less serious for these firms than the added cost 
of accounting, legal services, record keeping and storage, negotiation, and 
litigation. Untold numbers of small and medium-sized firms face a discourag- 
ing increase in operating costs—costs most of which for the economy are sheer 
waste. 

The failure of states to achieve greater harmony results in part from the 
desire of some states to “import” income for tax purposes. Choice of one as 
against another allocation formula can permit just this result. For example, a 
state whose residents buy more manufactured goods from outside than they 
“export” can decree that a large part (or all) of business net income originates 
where the products are sold, i.e., where buyers live. The place where goods 
are made is held to be unimportant. Adjustment of the elements of the 
formula and of their weighting to take account of the nature of a state’s 
economy can make a difference in the state’s tax base. Legislatures can reach 
out and tax “foreigners,” corporations (stockholders, consumers, employees, 
or whoever bears the corporation tax) who have no vote in the state. Any 


*There does seem to be persuasive argument for national action. There is a public 
interest which extends over the whole economy. There is not much basis for arguing that 
the persons affected can protect themselves in state legislatures. How often will a small 
“foreign” business have any significant political influence with the legislatures of other 
states which now have power to tax it? The ability of businesses to protect themselves 
by shifting the tax to consumers is a topic requiring more analysis than possible here. 

*The National Conference of Commissioners on Uniform State Laws did agree in 1957 
on a model income-allocation statute. The American Bar Association approved. Considera- 
ble opposition developed in the business community, however, and apparently no legisla- 
ture has yet (April 1959) adopted the proposal. Though undoubtedly excellent in many 
ways it is subject to the basic defect which I discuss below. 
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state is now free to decree that some condition which does not in fact create 
income shall be assumed for tax purposes to be the source of income. In view 
of current and prospective pressure for state revenue and of the invitation the 
Court has now extended, ambitious, even greedy efforts are not unlikely. 

In such cases the rational taxpayer will try.to avoid whatever brings no in- 
come but which does bring tax liability. He will wisely shift activity from one 
form to another if by so doing the loss of income (or the extra expense) is 
less than the tax saving. There is a presumption, I think, that such shifts 
will involve some loss of real income through poorer allocation of resources. 
Any gain to this or that state treasury may be bought at much greater cost to 
the economy. 

The most widely used basis for income allocation is the “Massachusetts 
formula.” Property, payrolls, and sales (receipts) are employed and weighted 
equally.* This formula was developed more than half a century ago. But use 
of the sales (receipts) factor has little—or no—economic justification. Human 
effort produces income. Use of property produces income. Selling and pur- 
chasing, however, do not produce income except as human effort and property 
are involved. Although selling is, of course, a part of the income-creating 
process, its contribution is represented not by the dollar volume of sales but 
by the remuneration of the human and material resources that perform the 
selling function. To assign sales an independent importance is to depart from 
economically proper apportionment. Worse still, this practice creates an in- 
ducement to arbitrary, complex, and wasteful manipulation of sales arrange- 
ments. I submit that a formula based on economic reality will accord no sepa- 
rate or distinct place to sales. 

Assuming some possibility of standardization, what goal would best serve 
the public interest? What formula would have the least tendency to distort 
economic decisions and to retard efficient economic growth? (Such a formula 
would also possibly be the fairest; but discussions of fairness are likely to be 
inconclusive.) Income is created by human and material resources. The re- 
sources utilized by a business as a whole in producing its income can be meas- 
ured reasonably well by what is paid for them. Moreover, the places where 
the resources have been producing during a year can be determined on a con- 
sistent, though not completely unambiguous, basis. In numerous cases “sepa- 
rate accounting” for activities in each state is feasible and is now permitted. 
However, where it is not—and for many firms most affected by recent deci- 
sions separate accounting will not be possible—what other basis can serve? 

As a starting point it seems acceptable to assume that property and labor 
contribute to net profit in proportion to what the firm pays for them. That is, 
more of the income of a business arises in the state in which payrolls are large 


* There is, however, extensive variation in the factors utilized, their weighting, and in 
the definition and practical application of each element. For example, some states say that 
sales are located at the office where they are negotiated, others where the property is at 
the time of the order, or where the order is accepted, or where the negotiating personnel 
are located, or at point of delivery, or at origin of shipment—or at some other place. 
Several methods are also used in determining the situs of payrolls. 
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rather than small—and in direct proportion to the amounts.* The same applies 
to property. For example, one-eighth of the payroll and one-sixth of the prop- 
erty may be in one state. Then one-eighth of whatever payrolls (labor) con- 
tribute to net income, and one-sixth of the contribution of property, will be 
attributed to the state. 

If this procedure is accepted, the problem then arises of determining how 
much is spent for labor and how much for the services of property—in total 
and in each state. Payroll data are available. However, figures for annual 
“spending” on services of property do not exist in any form that is usable 
for the purposes at hand. Some of the “payment” for the contribution of prop- 
erty takes the form of profit. And we certainly do not know the profit to 
allocate to each state—that is just what we seek to determine. Capital values 
are available, however, and these do reflect the values of the services of prop- 
erty. 

Thus there is reason for the established practice of computing payrolls on 
the basis of annual outlays while using capital values for the property factor. 
However, if payrolls and property are computed on different bases, how can 
the results be combined? A simple weighting of the fractions seems acceptable. 
One possibility is to weight on the basis of national income aggregates. Pay- 
rolls would then carry about four times the weight given to property. Yet for 
the businesses involved—very largely manufacturing but also some finance 
and commerce—property can be more important than it is on the average. 
While a two-to-one weighting would tend to underweight the labor element 
somewhat, I am inclined to support it tentatively—and to invite comments 
and suggestions for more rational treatment. 

C. Harriss* 


*An economist might well insist that net profit is attributable to equity capital, other 
factors being paid as much as they are worth at the margin. I see no basis, however, for 
apportioning a firm’s equity capital among states except on a basis no less arbitrary than 
involved in the more conventional proposal made here. 

*The author is professor of economics at Columbia University. 


Principles of Debt Management: Comment 


In the June 1957 issue of this journal, Earl R. Rolph' undertook to show how 
the public debt should be managed to minimize the total interest charges 
while using the size and composition of the debt to achieve any given stabiliza- 
tion goal. Rolph states that “the composition and size of an outstanding 
national debt is optimal when the marginal utility of each kind of debt in- 
strument is made proportional to its marginal cost” (p. 302). Without regard 
for whether the author is correct in considering it desirable to minimize interest 
costs, the purpose of this paper is to show that Rolph has made two analytical 
errors which may seriously damage his analysis. 

He uses the term “moneyness,” which all debts have in varying degrees, 


*Earl R. Rolph, “Principles of Debt Management,” Am. Econ. Rev., June 1957, 42, 
302-20. 
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depending upon their liquidity and lack of risk. The shorter the maturity and 
the more these qualities are present, the greater the moneyness of the security. 
Gross national product is assumed to be a function of what I would call the 
total “money-equivalent” in the economy (which is the sum of all money and 
near-money in the private sector of the economy, weighted by the degree of 
moneyness of each). Gross national product may be reduced by removing 
money from the economy and substituting debt with less than 100 per cent 
moneyness. The less the moneyness of the debt, the more effective a defla- 
tionary tool it is. 

A graphic analysis is used to determine the distribution of money and debt 
maturities needed to maintain a given gross national product (p. 312). Only 
debts of two maturities are assumed, one short-term and one long-term. Starting 
with any given distribution of long-term and short-term debt, if the government 
were to buy back an amount of long-term debt and sell an equal amount of 
short-term debt to the private sector, the amount of genuine money in the 
economy would be unchanged. However, a poorer substitute for money would 
have been replaced by a better one. This would be inflationary. To keep the 
total money-equivalent constant (and GNP as well), when a given amount of 
long-term debt is bought back, the total outstanding debt must be increased 
by selling a greater amount of short-term debt. Thus, as Rolph correctly states, 
an isoquant of gross national product may be represented by a line sloped nega- 
tively greater than 45 degrees. This would be a straight line if the substituta- 
bility of the two forms of debt for money were constant. But, as successive 
substitutions of short-term for long-term debt (into the private sector) are 
made, short-term debt becomes an increasingly poorer substitute for money as 
the total debt increases and the money supply decreases. 

Having come this far without mishap, Rolph now becomes the victim of 
his own terminology. He reasons that since short-term debt becomes an in- 
creasingly poorer substitute for money when short-term debt is substituted 
for long-term debt, increasingly greater amounts of short-term debt sales are 
needed to counteract one unit of long-term debt bought (p. 313, n. 20). He 
therefore concludes that the curve will be convex to the origin. We started, how- 
ever, with the premise that the poorer a substitute for money a debt was, the 
more deflationary its sale would be. Thus, Rolph is saying that the more potent 
a deflationary tool short-term debt becomes, the more of it is needed to achieve 
a given amount of deflation. Obviously, he is in error. 

To put it another way, as short-term debt hecomes an increasingly poorer 
substitute for money, it comes nearer and nearer to long-term debt in degree 
of moneyness. As short-term debt becomes more and more like long-term debt, 
the differential between the amounts of long-term debt bought and short-term 
debt sold must decrease. Therefore, as short-term debt is substituted for long- 
term, less and less of it is needed to counteract a given amount of long-term 
debt. The isoquant of gross national product will not be a curve convex to the 
origin, as Rolph has drawn it, but concave to the origin, with a negative slope 
(decreasing in steepness to a lower limit of 45 degrees, as the debt approaches 
100 per cent short-term, if the limiting case is equality of moneyness). 

A similar set of isoquants of total interest cost are also concave to the ori- 
gin, as shown by Rolph (pp. 314-15). (At all points, it is assumed, long-term 
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debt has the higher yield, but increasing the size of an issue raises its yield.) 
Unfortunately, we now have two concave curves, instead of one concave and 
one convex. Now, we can no longer simply label the point of tangency bet- 
tween the desired GNP isoquant and any total-cost isoquant as a minimal 
cost distribution. With two sets of curves, both with substantially the same 
restraints upon them (concave to the origin, with a negative slope falling to- 
ward, but never quite reaching 45 degrees), the minimum cost point will 
be quite troublesome. It is highly possible that this point may lie on one 
axis or the other. It may also be highly unstable, and alternate between the 
two extremes. However, the importance of the altered graph lies not in the 
instability of the minimal cost point, but rather in the stability of the total 
interest cost as the distribuion changes along an isoquant of gross national 
product. Obviously, the more similar in shape the two sets of isoquants, the 
less effect changes in the distribution will have on the total interest cost. 

Rolph next turns to the general case, where debts of all maturities are con- 
sidered. In his Figure 4 (p. 317), with years to maturity on the X-axis and 
yield on the Y-axis, he graphs an interest rate (Y,,) rising with the length of 
maturity. A “variable multiplier” (not graphed) is, in effect, ($1 debt)/ 
(effect of $1 debt) for each maturity. If graphed, it would be a falling func- 
tion. From these two functions, he derives an “economic yield” curve (Ye), 
which is Y,, multiplied by the variable multiplier. Y, is, therefore, (interest 
rate) ($1 debt)/(effect of $1 debt). Thus, Y, is the average cost of a given 
deflationary effect. According to Rolph, “Economical debt management calls 
ideally for making the Y, curve a straight horizontal line. The interest on a 
national debt is a minimum when the interest cost of each type of debt instru- 
ment per dollar of ‘product’ (i.e., change in private expenditures) is equal” 
(p. 317). 

Rolph’s solution for minimizing total interest cost makes the average cost 
of a given deflationary effect obtained from each kind of debt instrument 
equal, rather than making the “marginal utility of each kind of debt instru- 
ment . . . proportional to its marginal cost,” as he has originally proposed. 
This is clearly not the same. The government may be viewed as a monopsonist 
buying various amounts of product (depressionary effect) from various 
markets (different maturities). Such a monopsonist would not minimize his 
total cost by distributing his purchases so that all prices were the same, 
unless the elasticities of supply were the same in each market. Therefore, there 
is no reason to presume that a horizontal Y. curve minimizes the total 
interest cost. 

The fact that this technique is faulty is relatively unimportant. The in- 
herent similarity in shape of the isoquants of gross national product and total 
interest cost, discussed earlier in this paper, points to the unimportance of the 
debt distribution (along a GNP isoquant) as a determinant of the total inter- 
est cost. If this is the case, Rolph’s analytical procedures, correct or incor- 
rect, have but little economic significance. 

RICHARD MARTIN FRIEDMAN* 


*The author, a graduate student at The Johns Hopkins University, would like to 
thank Professors Edwin S. Mills and Fritz Machlup of The Johns Hopkins University for 
their helpful criticism. 
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Principles of Debt Management: Reply 


Friedman’s first criticism concerns the case of a two-dimensional debt 
structure consisting of long-term and short-term securities. I held that the 
substitution of short-term for long-term debt in such a way as to leave private 
expenditures unchanged would require that the total debt increase, and that 
more and more short-term debt would be needed to offset a unit of long-term 
debt. Friedman asserts that the latter point is incorrect. Less and less short- 
term debt would be needed to offset a unit of long-term because the special 
attractiveness of short-term debt, what I called its moneyness features, dimin- 
ishes as more of this debt becomes available. Friedman is clearly right in 
this observation. The GNP isoquant should have been depicted as concave 
rather than convex. Attention may be called to his demonstration of the pre- 
cise character of such an isoquant in the limiting case. This finding is a posi- 
tive contribution. 

With two concave relations, a unique solution for a two-form debt structure 
is no longer assured. Corner solutions become possible; Chairman Martin’s 
“bills-only” doctrine and Henry Simons’ “perpetuities-only” doctrine may 
both be correct. Having made a good point, Friedman goes rather far in 
claiming (see his final paragraph) that the maturity distribution does not 
matter, at least not much. His conclusion holds if the relevant GNP and the 
total interest cost isoquants approximately coincide. How does Friedman know 
that they will? The interest expense of any actual two-form debt structure 
may exceed the minimum (or minima) by many times. Empirical questions 
cannot be resolved so easily. 

Friedman’s second criticism concerns the general case of a public debt struc- 
ture of all maturities. He objects to my condition that debt-management offi- 
cials should aim at making the weighted yields of different maturities 
(weighted by their comparative effects upon private expenditures) identical, 
holding that this condition is valid only in the event that what he describes 
as the elasticities of supply happen to be equal. I interpret this criticism to 
mean that if the demand schedules to hold government debt of different ma- 
turities are negatively sloped, officials should be guided by the weighted yields 
computed from marginal revenues rather than from market prices in selecting 
among debt forms to buy back or to sell. Hence, unless the price elasticities 
to hold different debt forms are the same, the government could save interest 
expense by concentrating the debt in forms having relatively high elasticities 
of demand. Such a rule calls for equating weighted yields of different matur- 
ities computed from marginal revenues rather than from prices. 

As a formal proposition, such a rule would reduce the interest expense more 
than the one I proposed. But it is half-way solution. The interest expense could 
be reduced even more by segregating private demands to buy and sell debt and 
by charging and paying different prices to various classes of debt customers 
(Pigou’s third-degree price discrimination). Conceivably even all-or-none deals 
could be made with each potential buyer or seller. Minimizing expense, like 
maximizing profits, is meaningful only with respect to defined constraints. 
Friedman’s solution as I interpret it calls for treating market demand sched- 
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ules for debt as the constraints. My solution calls for treating market prices 
as the constraints. The debt structure and size are to be manipulated by 
reference to existing prices (and hence yields). The altered debt combination 
will result in changed yields. The process is to continue until yields, as 
computed from market prices and weighted by the relative effects of dif- 
ferent maturities upon private expenditures, are made equal. Friedman’s 
solution requires a similar experiment when the yields are computed from 
marginal revenues. Hence, the various elasticities of market demand sched- 
ules for different maturities must, somehow or other, be ascertained. Such 
information would be difficult if not impossible to acquire. 

The original article was designed to suggest workable rules for the conduct 
of debt-management and open-market policies. As such, the proposals might 
be criticized as expecting too much, rather than too little, information and 
skill on the part of officials in charge. Friedman’s solution calls for yet more 
knowledge. Both solutions are correct on theoretical grounds; others may also 
be correct, as indicated above. 

Ear R. RoLpH* 


* The author is professor of economics at the University of California, Berkeley. 


Erratum 


Re the review of Eli Ginzberg’s Human Resources: The Wealth of a Na- 
tion (this Review, March 1959, pp. 204-5), Eli Ginzberg is not Director of 
the National Manpower Council but is Director of Staff Studies for the Coun- 
cil. The book was written by him in his capacity as Director of the Conserva- 
tion of Human Resources Project, Columbia University. 
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General Economics; Methodology 


Exacte economie. By D. B. J. Scoouten. Leiden: H. E. STENFERT KROESE, 
1957. Pp. viii, 226. f 18.-. 


Professor Schouten, of the Catholic Economic Institute in Tilburg, Nether- 


lands, has attempted a reformulation and synthesis of economic theory, in- 
cluding doctrinal history, micro- and macro-theory, growth and cycle theory, 
and international economics. The bulk of the book consists of ten models, 
described as: (1) “Quesnay 4 la Leontief,” a system of intersectoral supply, 
in which labor is superabundant and land is the only scarce factor of produc- 
tion; (2) the growth theory of Ricardo, in which both labor and good land are 
superabundant and capital is the only limiting factor; (3) the stationary 
theory of Ricardo, in which good land is scarce and poor land and capital 
are superabundant; (4) the growth theory of Marx, in which capital is scarce 
because of excessively rapid technological progress; (5) the Walrasian sys- 
tem, in which substitutability among final products and the influence of prices 
on consumption patterns make possible the full employment of all factors of 
production, thus undermining the concepts of absolute scarcity or super- 
abundance of particular factors; (6) the Keynesian system, in which a super- 
abundance of capital entails underemployment equilibrium; (7) a business- 
cycle model in which lags and expectations generate fluctuations in the volume 
of production and employment; (8) a business-cycle model emphasizing price 
fluctuations, in which Tinbergen’s relation between investment and profits 
plays a key role; (9) “the modern price and production theory,” in which 
substitutability among factors of production limits the relevance of the con- 
cept of superabundance of a factor; and (10) the theory of international 
trade, in which freedom and restriction of commodity and factor movements 
are compared. 

According to Schouten, his study is distinctive in using a uniform method 
and uniform algebraic symbols to bring order into the apparent multiplicity 
of economic theories and thus highlight their correspondences and divergences. 
Except in the two cycle models, Schouten adopts what he calls “the method of 
linear programming.” This, however, goes little beyond graphs measuring 
consumption-goods production on one axis and investment-goods production 
on the other and representing by straight lines the output limitations posed 
by the available stock of each factor of production, given the technology. Each 
model is also cast into a set of equations expressing definitions, expenditure on 
consumption and investment as related to real income, technological relations 
between factor input and product output, supply-and-demand equilibrium 
for factors, and pricing. Finally, each model has an elaborate numerical ex- 
ample illustrating determination of the unknown quantities and prices. The 
mathematics is restricted to arithmetic and elementary algebra; though the 
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multiplicity of symbols, equipped with subscripts and superscripts, does pre- 
sent a formidable appearance. Only in appendixes does Schouten venture into 
the higher mathematics of inversion of the Leontief matrix and solution of 
dynamic equation systems. 

The book amply illustrates the fact, incidentally, that use of symbols does 
not guarantee precision of thought. Schouten quite casually bandies about 
words or symbols for such things as “good” and “poor” land, “consumption” 
and “investment” goods, the minimum basket of consumption goods required 
for supporting a worker’s family, the “total welfare” of two countries con- 
sidered together—and “superabundant” and “scarce” factors of production. 
The latter distinction plays a peculiarly important role in squeezing the 
doctrines of earlier writers into Schouten’s preconceived framework. His 
avowed attempt to organize a presentation of economic theory along the lines 
of doctrinal history results not only in lopsided theoretical emphasis but also 
in misrepresentation of the earlier writers. (For example, Ricardo is said to 
have considered only labor costs in his international-trade model because of a 
special assumption that not capital but only labor was a scarce factor.) 
Sometimes it is difficult to tell just when Schouten slides from ostensible para- 
phrase into commentary of his own. A complete absence throughout the book 
of references to any specific writings heightens the reader’s, and perhaps be- 
trays the author’s, uneasiness on this score. Also missing are a bibliography 
and an index (and the table of contents is not detailed enough to serve as a 
substitute). 

Not only Schouten’s whole approach but also some specific comments (e.g., 
pp. 3-4) suggest that he regards various theories less as steps along (or some- 
times astray from) the path of scientific progress than as schematizations of 
objective conditions supposedly prevailing or foreseeable during the lifetimes 
of the various economists. He deals with separate models, not with a continu- 
ing quest to find underlying uniformities in the superficial diversity of eco- 
nomic phenomena and to develop generalizations of broad explanatory and 
predictive value. His book conveys no appreciation of economics as an evolv- 
ing, cumulative field of inquiry. 

The purely negative impression that this review may so far have created 
is unintentional. The book is indeed a meritorious performance, demonstrat- 
ing the author’s creativeness and the breadth of his scholarly interests. This 
reviewer is unenthusiastic chiefly because Schouten’s wide-ranging book is not 
tailored for any particular audience. It is neither for the beginning student nor 
for the sophisticated theorist. (Appendix 1, for example, contains a survey of 
standard marginalist theory which is too condensed and sketchy to be of use 
to either.) The book is not for the economist seeking an introduction to linear 
programming, not for the mathematician or econometrician, and certainly not 
for the student of doctrinal history. Some readers may find ideas useful for 
quasimathematical model-building. Students interested in this sort of thing 
might do better, however, to start with something like E. F. Beach’s Eco- 
nomic Models (New York 1957). 

LELAND B. YEAGER 

University of Virginia 
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Common-Sense Economics. By G. M. Tucker. Harrisburg, Pa.: Stackpole 
Co., 1957. Pp. xiii, 289. $3.75. 

When a creed is newly born its enthusiasm and intellectual drive often 
make it an admirable performance. Perpetuated beyond its time, the creed 
becomes less attractive. When two such creeds deriving from different social 
periods and reflecting different intellectual moods are consolidated with dis- 
harmonies ringing to the ear and the whole unsuited to the times, is anything 
more lost or futile or forlorn? 

Substantially, this is the case with Tucker’s book which effects a merger 
of the social statics of Herbert Spencer, restated in the idiom of an extreme 
“free-enterprise” credo, and the social philosophy and economic analysis of 
Henry George with his hostility to landed property and to rental incomes. The 
book is in form a textbook of economics with reference almost exclusively to 
American conditions. 

Space in the book is allocated between a brief statement of the philosophy 
of work and wealth (pp. 1-65), an analysis of money and of inflation (pp. 65- 
95), a vigorous defense of Big Business (pp. 104-38), a short treatise on pub- 
lic finance (pp. 138-224); and social philosophy variously applied to current 
over-all trends (pp. 224-87). 

The reviewer is not unsympathetic to the concerns which have driven the 
author. And the presentation in the book doubtless has a sparkle and persua- 
siveness which the conventional text could well emulate. But nonetheless the 
book is a dangerous one. The parade of dogmatisms does offend and the creed 
is set forth with little protective foliage of established fact or scholarly en- 
deavor. It is simply not true that “practically all the world’s monetary gold” 
was “buried in Kentucky” (p. 196). Wesley Clair Mitchell did not end some 
“four hundred pages of dreary reading” by “casting doubt” on the very 
existence of cycles, “implying that we are searching for something that does 
not exist” (p. 95). Tucker has confounded the punitive tax which drove out 
the circulating notes of state banks with the required “backing” of federal 
bonds stipulated as collateral for issuance of national bank notes (p. 78). Big 
Business for him cannot offend and “if occasionally a big concern does seem 
to get the lion’s share of one particular market, this influence is counter- 
balanced a dozen times over by this greater and broader competition” (p. 130). 
J. M. Keynes is noticed as “a British economist of a kind” (p. 142). 

The argument for the single tax raises some interesting issues. Tucker 
emphasizes that our present property taxation discourages new urban build- 
ing particularly of rental property. This thesis in more sophisticated form 
has been recently developed by Morton in his Housing Taxation (1955). 
Transformation of the present property tax into a tax on urban land values 
would probably stimulate property renovation and improvement and this 
chiefly in older city-central areas where tax rates are heaviest and where 
deterioration cumulates. But Tucker does not recognize that this transforma- 
tion would redistribute tax burdens among local residents so as to make the 
property tax less progressive in a general sense (or more regressive techni- 
cally). The fact that business enterprise would contribute less by indirect 
levies to local government services is a possible advantage which Tucker over- 
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looked. But unless well-to-do families use frontage and acreage in proportion 
to their investment in improvements, then the concentration of urban levies 
on site values would redistribute levies among sites on more regressive lines. 
Tucker as a libertarian liberal bucks at progressive taxation generally. But 
most of us would hesitate at increasing regressivity in local taxation. 

Over time, of course, a system of taxation of land values would encourage 
concentrated building on smaller lots. Besides, on impact the tax would 
virtually expropriate the equity of holders of present vacant lots which would 
probably revert to public ownership. Tucker continues to chant of land 
monopolists. He has not noticed that the bulk of our urban and rural land 
is broken up in small holdings; that urban land values have been greatly 
cheapened by the street car, bus and automobile; and that net rental incomes 
make up a small share of national income. 

MANUEL GOTTLIEB 

Kansas University 


The Functional Economy: The Bases of Economic Organization. By BERNARD 
W. Dempsey. Englewood Cliffs: Prentice-Hall, 1958. Pp. xi, 515. $6.00. 


Father Dempsey’s book is not an economic principles text in the common 
(or meaningful) use of that term. It is not a work in economics either, as 
that word is generally employed. The Functional Economy is an interpretive 
work on Catholic social philosophy with respect to the organization of all 
aspects of society. As a serious work it is subject to Father Dempsey’s apologia 
on Catholic proposals for reform in general: 


Catholics sometimes believe that the indifference with which profes- 
sional economists meet their proposals of reform stem from bias. In a 
very great number of cases this is certainly not so. What has happened 
is that the economist has been alienated by what he must inevitably 
consider sheer utopianism, since it is not accompanied by any reputable 
economic analysis (p. 330). 


In most respects this book will be treated with the indifference noted above 
and in large part for the reason stated. 


The Functional Economy examines systematically the forces and facts 
present in every real, working economy. The author projects the ideal 
situation, which intelligent adherence to the enlightened teachings of 
the Church and constant awareness of the lessons of history can achieve, 
against the background of historic and existing economic communities. 
. . . The necessity of and the means for improvement of the economic 
community, the great challenge that lies in man’s call for the restoration 
of social order, the historical development of man’s moral attitude toward 
economics—all this has been analyzed in the light of traditional philos- 
ophy (p. v.). 
Unfortunately, the text does not bear out the promise of the Preface. In Father 
Dempsey’s system “All of the persons who make up any society have one 
supreme unconditional end, God” (p. 367). All have one earthly goal, the 
“perfection of human personality in this life” (p. 187, 191). All human society 
must be ordered to that goal, since man lives not isolated but in social groups. 
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Such perfection in human personality can only be achieved when that “social 
justice” has been established which requires a proper ordering of all aspects of 
life (p. 207). Social justice exists in a society when the relationships of man 
to man, organized community to man, and man to community are just; i.e. 
when commutative, distributive and contributive justice exist (p. 217ff., and 
Ch. 19). Social justice is the outcome of all human actions, and these in turn 
are subject to law. 


Human beings live under law, not merely the written law of the civil 
community, but the natural law of right reason, the divine eternal law, 
and the super-natural law of the kingdom of Christ. Law, the divine and 
eternal, governs all human actions, even those which civil law cannot 
reach, and all human actions, therefore, are related to the common good 
(p. 369). 


The question neither raised nor answered in this legal connection is who or 
what on earth is the Court of last resort in the temporal, economic area? 

In addition to the principle of social justice, “much more important . . . is 
the principle of subsidiarity” (p. 243). “All communities are subsidiary to 
. . . the concrete human persons who compose them” (p. 243). The principle 
of subsidiarity has as the role of government the regulating of the small and 
(to Father Dempsey) minor portion of man that is political. Such political 
government must be subsidiary to the groups (principle of functional associa- 
tion, p. 319) that form the good society. And the government’s role in eco- 
nomic affairs should be limited to Adam Smith’s point of view, for Lincoln’s 
reasons (p. 282), based of course on Mill’s “On Liberty”—which is not cited 
(see pp. 242, 495-96). 

In all cases where the work might be considered “economic analysis” some- 
thing is left to be desired (e.g., pp. 54-55, 99, 200, 426, 430, 439). And the 
scholastic form of argumentation that is at times employed makes, at best, 
for needlessly difficult reading. 


Briefly labor is a cause of the whole value of the product: (1) current 
labor alone, I deny—current and past, saved labor, I concede; (2) is the 
whole cause of the whole value, I deny—is the partial cause of the whole 
value, I concede (p. 196). 


Another reading difficulty is presented by awkward terminology: e.g., 
monopolist, meaning any entrepreneur (p. 346); or development, meaning 
only innovations 4 la Schumpeter (p. 356). And, in a few cases sources which 
one would expect are not given (cf. “Summary of Flow-of-Funds Accounts for 
1953,” a table, p. 50). 

In spite of its shortcomings this work serves two interests well: those inter- 
ested in the Thomastic-Holy See economic philosophy (not analysis), and 
those new non-Catholic Ph.D.’s interested in employment on a Catholic 
faculty. I would suggest, also, that those who cite from papal encyclicals and 
from Aquinas in their courses would make use of Father Dempsey’s work. 

RICHARD E. SHANNON 
Montana State University 
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Selections in Economics. Edited by R. C. Epstemn and A. D. Butter. 2 
volumes. Buffalo: Smith, Keynes and Marshall, 1958. Pp. viii, 247; 
viii, 216. $4.50; paper, $2.95, each. 

These two volumes combined contain 25 selections, averaging about 6,000 
words in length. Each selection is either a complete article or a complete chap- 
ter from a longer work. Most of the authors are distinguished modern 
economists. 

The editors claim two purposes for their selections; to supplement ele- 
mentary texts and to interest readers “. . . who seek to bring their earlier and 
more formal study of the subject up to date.” The second purpose is not 
realized. The first volume does provide an up-to-date treatment of certain 
phases of macroeconomics, but the most important selections are highly for- 
mal. It is doubtful that they could be read with comprehension by anyone 
who is the least bit rusty in economics. As far as the treatment of micro- 
economics in the second volume is concerned, there would be nothing new for 
a student who had not looked at a book in the area since 1930. This section is 
not only out-dated; it is positively old-fashioned. The four theoretical selec- 
tions in value and distribution theory all depend on utility analysis and the 
assumption of pure competition. For these reasons, I will consider the value 
of the selections for class-room use rather than for the general reader. 

It seems apparent that the typical readings book in economics is designed 
for a “survey” or “problems” course rather than for a “principles” course. The 
brevity and disputatiousness of the bulk of the selections in most readings 
books seem to be intended to lend artificial life to an intrinsically boring sub- 
ject. As the teacher of a real principles of economics course refuses to admit 
that his subject is inherently dull, this type of book is of little value to him. 
The ideal outside readings for such a course should clarify or illustrate theo- 
retical points that are difficult for the beginning student, especially when these 
points are not well developed in the text. It should not set forth debatable 
conclusions without premises or proof, but should provide a full logical de- 
velopment of each topic treated. 

It is apparently the intention of Professors Epstein and Butler to provide 
just such an ideal supplement for use in the principles course. They have 
succeeded to a substantial extent in their first volume, which covers income 
theory, money and economic fluctuations. The selections in the second volume, 
covering value and distribution, labor, international trade and economic de- 
velopment, are less satisfying. I have been unable to call to mind any widely 
used principles text that would be substantially strengthened in its coverage 
of value and distribution by these readings, although this is the weak point 
of many currently popular texts. 

The selections vary widely in difficulty. While one third of them are easy 
selections from principles texts, another third make no concessions whatever 
to the beginning reader. Thus the essay by Keynes, which the editors feel to 
be “. . . far clearer than his exposition of some of the same ideas [in The 
General Theory]” is likely to be quite obscure to American students even 
after completion of the principles course, for it assumes a better understanding 
of the internal effects of international balances than most of our students 
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acquire. Similarly, some of the other selections require a more penetrating 
understanding of several areas of economic analysis than can be hoped for at 
any stage of the principles course. 

In reproducing the chapter on “Supply and Demand” from Bye’s Princi- 
ples of Economics the editors have given new life to old errors in the treat- 
ment of decreasing supply price. Mitchell’s article on business cycles contains 
a less important error in his discussion of the acceleration principle, stemming 
from an implicit assumption that disinvestment is impossible. There are also 
a number of debatable conclusions and half-truths that have no place in an 
authoritative work, though many of these are in the popular articles. 

The high price of the two volumes, together with the weaknesses mentioned 
above, limit the value of these selections for use in the principles course. 
However, the first volume may find wide use in intermediate level courses in 
macroeconomics or money and banking. One may hope that its sale will be 
large enough to bring forth a rash of cheap imitations. 

V. F. BoLanp 

University of Arizona 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Videnskab og velfaerd i pkonomisk politik. (Science and Welfare in Economic 
Policy.) By F. ZeutHEN. Kgbenhabns Universitets Dkonomiske Institut, 
Stud. No. 1. Copenhagen: G. E. C. Gads, 1958. Pp. 97. 

This essay inaugurates a new series of studies to be published by the In- 
stitute of Economics of the University of Copenhagen. Professor Zeuthen, the 
founder of this distinguished school, has for a long time been concerned with 
problems of practical social policy as well as with the advancement of eco- 
nomic theory. This book is an attempt to bridge the mental gap that usually 
separates these two fields of investigation. 

The central problem is that of applying scientific method in a field so far 
dominated by subjectivity, dogmatism and ideologies. Is it possible to rational- 
ize policy by applying experimental and logical methods? The many aspects 
of this problem are thoroughly, though concisely, discussed. Old and new wel- 
fare theories, starting with Bentham, are re-examined. The Paretian stumbling 
block of the dichotomy between the scientifically valid efficiency theory and 
the nonscientific distribution doctrines is once more discussed, and overcome 
by referring to common sense, which legitimates interpersonal comparisons 
of utility. Production and exchange on the one hand, and distribution on the 
other, are dealt with separately, before being merged again in the discussion 
of practical problems in the last chapter. Combining efficiency and distribu- 
tion criteria in solving policy problems involves compromises whenever the 
two sets of criteria are incompatible. Distribution policy should be designed 
in a way to promote efficiency or, at least, to minimize any loss of production; 
conversely, a policy aimed at increasing productivity should have regard for 
the distribution effects. The problem of centralization versus decentralization 
in policy-making is discussed and solved in a nondogmatic way. The author 
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then discusses R. Frisch’s and Tinbergen’s attempts to rationalize policy- 
making by using decision models. 

The author concludes, 4 la Robertson, by pleading for the use of common 
sense in addition to science in dealing with practical problems. To be useful 
for policy, science must build on plausible, not on arbitrary, assumptions. On 
the other hand, to be successful in the long run, policy decisions must be 
founded on sound analysis. 

Although this book makes no new contribution to welfare theory, nor to 
the solution of concrete problems, it contributes mature wisdom, which is a 
comparatively rare service. 

RocEr DEHEM 

Paris, France 


Investment in Innovation. By C. F. Carter and B. R. Wittiams. New York 
and London: Oxford University Press, 1958. Pp. ix, 164. 15s. 

This book, a sequel to Industry and Technical Progress by the same 
authors, is sponsored by the Science and Industry Committee appointed by 
the Royal Society of Arts, the British Association for the Advancement of 
Science, and the Nuffield Foundation. Although it draws its facts from a study 
of British industry, its conclusions ring true for the United States as well. 

The Appendix at the end of the book might well be read before the first 
chapter, because this appendix outlines the orthodox theory which the book 
seeks to improve. Here is set forth the classical theory on saving and innova- 
tion as worked out by Adam Smith, Ricardo, Mill, Marshall, Pigou, Knight, 
and others. A very interesting account it is. 

New inventions, new products, new methods, new scientific knowledge, all 
these things give entrepreneurs an opportunity to invest in new capital goods 
with the hope of high profits. This book would have been of great interest, 
therefore, to J. B. Clark, with his theory that business profits, the fourth 
distributive share, are the reward for successful pioneering. It would also have 
been of interest to Schumpeter, with his theory that the exploitation of great 
inventions one after another is what causes business cycles. It would likewise 
have been of interest to Keynes, with his theory that planned investment may 
differ from planned saving; and also of interest to Hansen with his theory of 
secular stagnation. And today the book is of especial interest to the Board 
of Trade, who financed its publication, because the Board wants to know 
what if anything can wisely be done by the government to control the bus- 
ness cycle. 

The book asks questions like these: Where do new ideas come from? What 
sort of ideas are most wanted? How are they sifted? Who makes the choice 
in the end? How is allowance made for risk and uncertainty? Is there any 
shortage of ideas? Is there any slowness in making use of them? Is there any 
shortage of money to exploit them? What rate of return is needed to get an 
innovation accepted? Do corporations with great research laboratories (like 
Bell Telephone, General Electric, and du Pont in the United States) have a 
customary cut-off point between acceptance and rejection? Does this cut-off 
point change with changes in the rate of interest? 
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In answer to the last question, the book cites a long list of case studies to 
prove that the rate of interest is usually of small importance compared with 
the outlook for profits, the volume of unfilled orders, the firmness of prices, 
the burden of taxes, and the amount of excess capacity in the industry. 

Would it have been digressing too far from the main theme if the authors 
had gone on to show that certain other kinds of investment—in contrast to 
investment in innovation—are indeed very sensitive to changes in the rate of 
interest? They could have mentioned investment in private housing financed 
by home mortgages, and they could have listed public works like schools, 
streets, sewers, waterworks, bridges, subways, etc., financed by municipal 
bonds that boost the tax rate on real estate, and they could even have in- 
cluded long-term Treasury issues used to refund the floating debt, for in all these 
cases the flow of new issues is very sensitive to the current price of bonds and 
the success of recent offerings. 

The authors, by asking the right questions and going to business managers 
themselves for the true answers, deserve our hearty approval. Their book is a 
real success, because it adds a great deal to our understanding of the free 
enterprise system and how it actually works. 

JouN Burr WILLIAMS 

Wellesley Hills, Massachusetts 


Studies in the Mathematical Theory of Inventory and Production. By 
KENNETH J. Arrow, SAMUEL Karin, and HERBERT ScarF. Stanford: 
Stanford University Press, 1958. Pp. ix, 340. $8.75. 

The authors of this book are to be commended for carrying out a highly 
competent and rigorous analysis of certain inventory and production prob- 
lems. The mathematical level of the book is such that the vast majority of the 
readers of this journal will find it difficult if not impossible to follow. 

The problems analyzed are quite general. The authors search for policies 
which minimize the sum of certain costs associated with various levels of 
production and inventory when confronted by stochastic or deterministic 
demand. Cost minimization is equivalent to profit maximization, since prices 
are considered as fixed and not controlled by the decision-maker. Among the 
costs considered are those of producing or ordering, costs of storage, and costs 
of stock-outs. The solution of these problems is of considerable practical as 
well as theoretical interest. 

Unfortunately, from the standpoint of the economist, the authors have 
made little effort to relate their results to economic theory, except for a brief 
portion in the introductory chapter drawing the parallel between inventory 
theory and the transactions, precautionary, and speculative motives. The rele- 
vance of the authors’ analyses for microeconomic theory receives extremely 
little attention. Although this is not the purpose of the book, the economist 
cannot help but be disappointed at the lack of concern with problems of inter- 
est to him. The pure mathematician also finds little of great interest to him. 
However, applied mathematicians, mathematical economists, and operations 
researchers should find the book interesting and relevant. For the nonmathe- 
matical reader, the second chapter provides a description of the nature of the 
problems considered and the techniques used to solve them. 
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Part II analyzes optimal production and inventory policies in deterministic 
processes. It deals with problems involving production over time with increas- 
ing marginal cost, production smoothing and optimal production plans without 
storage. Some of the equations contain familiar results such as the difference 
between the marginal costs in two periods equaling the cost of carrying stocks 
from one period to the other (p. 63). However, many of the cases contain 
phenomena usually not considered in traditional economic literature, such as 
the requirement that initial inventory plus cumulative production must be at 
least equal to cumulative sales at any point in time. 

Part III is concerned with optimal policies in stochastic inventory processes, 
demand being the primary stochastic variable. The following example may 
serve to give some of the flavor of the analyses. Assume that one wishes to 
determine the optimal stock level for a single period when demand is sto- 
chastic. A literary economist might suspect that the optimal policy would in- 
volve equating expected marginal cost and expected marginal revenue. In most 
cases, his suspicions would be confirmed. However, mathematical analysis 
includes, in addition, various pathological cases (e.g., among others, a zero or 
infinite optimal stock) which do not lead to an unique solution, bringing to 
light the hidden assumptions often implicitly made by the economist. It is 
to be hoped that the same rigorous microscopic analysis may be extended to 
other areas in economic theory, although such rigor is necessarily achieved 
only at the expense of much tedious detail. 

The final portions of the book are concerned with operating characteristics 
of inventory policies, expecially policies of “simple form,” which are optimal 
under many plausible sets of circumstances. Their conclusions are of interest 
from the point of view of business applications, although even some of these 
“simple” rules are presented in a more complicated form than most that have 
reached the application stage. 

The book ties together many loose ends of analysis in inventory and pro- 
duction theory. It is recommended reading for those with a good mathematical 
background who are interested in problems in this area. 

T. M. 

Massachusetts Institute of Technology 


Inventories and the Business Cycle with Special Reference to Canada. By 
CLARENCE L. Barser. Toronto: University of Toronto Press, 1958. 
Pp. xii, 132. $3.50. 

From the time of the Classical School’s pronouncements concerning the 
relationship between circulating capital and economic crises, economic analysis 
has made great strides; but the activities about which economists theorize have 
increased greatly in number and complexity—possibly as much or more than 
our advances in theoretical understanding of what goes by the name of busi- 
ness cycle. Inventories have long been suspected of being one of the crucial 
elements in the problem of cycles, so we are fortunate in having another 
contribution towards an understanding of their réle in economic fluctuations. 

The present volume originated, as have many notable works, in a doc- 
toral dissertation. Professor Barber starts with a doctoral candidate’s sum- 
mary of the literature and of the diverse findings in his special field. He 
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then goes on, in keeping with current methodological procedures, to develop a 
model relating investment in inventories to equilibrium levels of income. The 
model is based, essentially, on Keynes’ famous formulation of the relationship 
of income to consumption, investment and saving. This is the major theme 
in Part I, but even in this part Barber’s discussion breaks away at times 
from a strict preoccupation with his models, and he gives some penetrating 
comments on the problem of inventories as seen from empirical evidence. 

In Part II, on “Inventory Fluctuations in Canada, 1918 to 1950,” the 
author describes certain industries and their inventory experience, and then 
he examines the entire economy and inventory data. He describes different 
forms of inventory and differences in major sectors of the economy such as 
manufacturing and agriculture. He brings out the possible divergence between 
the value and the volume of inventories, showing how different accounting 
formule affect inventory values and profits. He shows that inventories are 
only one form of investment and gives its relative significance in the Canadian 
economy. He mentions the inventory investment-bank loan relationship; and 
he indirectly raises the issue whether an increase in inventories may not be 
the effect as well as a cause of the change in the level of economic activity. 
He also shows some interesting differences between the Canadian and the 
United States economy in cyclical behavior and in inventory policy. The 
latter seems a wonderful field into which to probe further. 

The number and intricacy of the factors impinging on inventories, which 
the author clearly brings out, show that much more spade work will have to 
be done in this field; and, to the reviewer at least, indicate that it may be a 
little premature to spend too much time building macroeconomic models for 
inventory-business-cycle analysis. We still have a lot of agonizing work to do 
in formulating the questions we want answered and in bringing some order 
out of the complex diversity of phenemona. Barber’s study will be an aid to 
others and should lead to further work. 

RIcHARD C, BERNHARD 

University of California, Riverside 


Risparmio e ciclo economico. By GIANCARLO Mazzoccui. Milan: A. Giuffré, 
1957. Pp. 168. L. 1200. 

This volume on savings and business fluctuations is concerned with the 
interesting problem of the way in which cyclical movements may be modified 
by one form of personal savings, the contractual. This category which appears 
to be showing secular growth, as Goldsmith has shown in his monumental 
Study of Savings in the United States, is regarded by the author as the sum 
of life insurance premiums, contributions under private pension plans, and 
mortgage payments. (Instalment payments for consumer durables, which now 
commonly run as long as three years, are excluded.) 

Mazzocchi’s analysis, based on data and technical literature which are 
largely American and British, leads him to the conclusion that substantial 
contractual savings, coupled with the investment practices of the institutions 
which receive such Savings, i increase the economy’s instability. On the savings 
side, an increase in the ratio of contractual to total savings reduces the 
marginal propensity to save which, given the multiplier, tends to increase 
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the amplitude and duration of fluctuations. Such fluctuations are not 
moderated but actually intensified by the investment practices of what we 
call financial intermediaries, which favor or are required by law to place their 
funds in debt instruments. Capital users wishing to maintain a given equity- 
debt ratio are guided in their use of debt capital mainly by the level of retained 
earnings. Because the latter are themselves markedly subject to fluctuations, 
however, savings of the contractual sort move irregularly into investment. 

Suggested remedies are chiefiy of the fiscal kind. The author does not 
count on relief by way of monetary policy, because saving is held to be too 
interest-inelastic. Instead Mazzocchi seems to lean heavily on periodic re- 
course to a spending tax, under which the authorities could encourage saving 
during expansions and spending in recessions. On the investment side, he 
would like to see enlarged facilities for supplying risk capital, particularly to 
medium and small businesses, in order mainly to minimize the role of unstable 
retained earnings in connection with investment plans. 

Though Mazzocchi presents a closely reasoned and lucid exposition of the 
subject, which is only sketchily treated above, this reviewer feels that his 
analytical account is one of a long list of efforts which needs to be rethought 
in the light of Friedman’s basic critique of the consumption function.’ Con- 
tractual savings would appear to take on a different significance, for example, 
if they were viewed as deriving in some measure from transitory components 
of income rather than from permanent income. Policy prescription, particu- 
larly that of the compensatory variety, seems premature in the light of the 
unresolved analytical questions. 

Vircit SALERA 

Chevy Chase, Maryland 


Vpliv dohodkov in cen na raven potrosnje prebivalstva v Sloveniji. (The In- 
fluence of Incomes and Prices upon the Level of Consumption in Slo- 
venia.) By VLapo Franxovic, ALENKA RisMAL, and VipojKa Kozak. 
Ljubljana: Economic Institute of Slovenia, 1958. Pp. 140. 

In October 1957, the Yugoslav People’s Assembly adopted the resolution 
on Perspective Development of Personal Consumption. It recognized the ad- 
verse effect of a low level of personal consumption upon the productivity of 
labor. The resolution called for an increase in the share of national income 
devoted to personal consumption, and for development of more accurate 
measurements of fluctuations in real wages and personal consumption. The 
present book is a contribution to the accomplishment of the latter task. 

The study is mainly concerned with: (1) income and price elasticity of 
demand for main foods as well as for broad categories of personal consump- 
tion (food, housing, etc.); (2) the structure of consumption at different levels 
of income; and (3) minimum cost of food necessary to satisfy qualitative 
and quantitative physiological requirements. 

The analysis is based upon budgets of four-member families in Slovenia, 
with an income range of 15,000-30,000 dinars. Workers’, clerical, and 

* Milton Friedman, A Theory of the Consumption Function, Nat. Bur. Econ. Research 
Gen. Ser. 63, Princeton 1957; and the published comments thereon, especially Robert 
Eisner, “The Permanent Income Hypothesis: Comment,” this Review, December 1958, 48, 
972-90. 


4 
»a 
ne 
ip 
ne 
ng 
ne 
en 
nt 
| 
ng 
e 
an | 
nd | 
be | 
y. 
he 
he 
to 
a 
or 
10 
er 
to 
ne 
id 
iw 
re 
al 
1e 


418 THE AMERICAN ECONOMIC REVIEW 


agricultural families are treated separately. In determining the combined effect 
of prices and incomes upon the consumption, the function: 


a 
(1) = — + bd (p = consumption, c = prices, d = incomes) 


was selected. Income and price coefficients of demand elasticity for 1955 and 
1956 were determined by keeping prices and incomes constant. The effect of 
the prices of substitutes (Slutsky-Schultz theorem) was not considered be- 
cause of the complexity of mathematical operations, for the authors believe 
that the results obtained would not have been more significant, considering 
given economic conditions. 

The coefficients of income and price elasticity for various foods are less 
than unity in most cases. The outlays for food are influenced more strongly by 
income than by prices. Outlays for clothing are characterized by low income 
and price coefficients because of relatively low consumption and high prices. 
The relevance of coefficients for housing is obscured because of the acute 
shortage of housing and because of noneconomic rents. 

The structural analysis reveals a relatively low level of consumption, re- 
flected mainly in a high percentage of food expenditures, which in Yugoslavia 
take 54.9 and 52.5 per cent of total expenditures (for workers’ and clerical 
families respectively in 1956); in Austria, 49 per cent (for all population in 
1954-55); in Switzerland, 38.2 per cent (for all population in 1955); in the 
United States, 28.8 per cent (for urban population in 1950); in Norway, 
27.1 per cent (for all population in 1952-53). 

The final two chapters deal with the analysis of the minimal cost of food, 
considering the physiological requirements. They present the initial results 
of research, still in progress, conducted by the authors at the Economic Insti- 
tute of Slovenia. First the characteristics of a typical family were determined 
on basis of data obtained in the survey; then the daily physiological require- 
ments of this family were found from the tables of the Food and Nutrition 
Board (U.S.A.), which were adapted to conditions in Slovenia. The basic 
problem is presented in the question: What type and quantity of food should 
the four-member family have bought per day, in 1956, in order to satisfy 
its physiological needs with a minimum of expense? The problem was solved 
by linear programming, the result giving a rather unvaried menu. To ap- 
proximate habitual consumption, additional conditions, permitting the inclu- 
sion of other foods, were added in two subsequent programs. These additions, 
of course, increased the cost. Comparison of results obtained in the third 
linear program with the actual food consumption of surveyed families showed 
that the existing diet provided sufficient calories, but that it was unsatisfactory 
from a nutritional standpoint, particularly in the case of the low-income 
families. A further comparison of food expenditures of total population with 
the physiologically required minimum showed that actual expenditures will 
not purchase this minimum. 

The study is a valuable contribution to the literature in the not widely 
explored field of Yugoslav consumption. 

ToussAIntT HocEvar 

Northern State Teachers College 
Aberdeen, South Dakota 
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Ricardian Economics—A Historical Study. By Marx Btauc. Yale Studies 
in Economics, No. 8. New Haven: Yale University Press, 1958. Pp. x, 


269. $5.00. 

| Ricardo was one of the most amiable and obstinate of economists who 
ind | ever lived. He could hear disagreement with the bland indifference with which 
of saints listen to heretics, and he could receive praise in the way they are said 
be- to listen to hymns. Neither meant much to him. He had a set of ideas, and it 
ve was the product of his formidable powers of analysis and observation. Mr. 
ing Blaug has written a good book about it, and about Ricardo’s followers, their 
opponents, and the ways the system made itself felt. He has stayed close to the 
eSS texts, and his method is sympathetic and searching: What were the economists 

by trying to do, and how were particular ideas related to their intention? 
me Ricardo’s was to explain the laws regulating the distribution of income. 
es. He meant, Blaug explains, the causes of changes in distribution as population 
ite increases and the productivity of land declines. More labor time is needed in 
order to produce a given amount of food. Real wages may fall in the short 
re- run, but in time will rise to the subsistence amount. On marginal land, the 
ria rate of profit diminishes, and the rate elsewhere must fall also. Rent, the 
-al difference between the outputs of equal inputs of labor-and-capital, increases. 
in Over the long period, income is redistributed in favor of landlords, real wages 
he are constant, and the rate of profit declines. “The heart of the Ricardian sys- 
Y, tem consists of the proposition that the yield of wheat per acre of land governs 


the general rate of return on invested capital as well as the secular changes 
d, | in the distributive shares.” 


Its | It was the declining rate of profit which would cause the distribution of 
ti- | income to change. A complete explanation required an accurate statement of 
ed the iabor theory of value and an invariable measure of value. Few who read 
e- Ricardo saw the place of those ideas in his system. They enabled him to show 
mn that additional investment in agriculture altered the terms of exchange be- 
ic tween it and other industry in favor of the landlords. When M’Culloch (who 
ld cuts a better figure here than in most histories) proclaimed the harmony of 
fy self-interest, Ricardo demurred. “Are the interests of the landlords and those 
od of the public always the same?” he asked. 
D- If one accepts Blaug’s statement of Ricardo’s intention (as the reviewer 
I- does), one must conclude that there has been much said about Ricardo which 
S, is inconsequential. He did side with Say and believe that full employment was 
‘d automatic, but the point was extraneous, and there is no excuse for feeling 
d superior or becoming indignant about the “tyranny” of his system. There have 
'y been growth models put together out of elements culled from the Principles. 
e They are quite synthetic, and impute a purpose to Ricardo which would have 
h bewildered him. He would have been surprised even by his reputation as a 
ll champion of Jaisser faire, because policy was not his guiding purpose. 
In that area, Blaug is not at his best. He is reluctant to accept the fact that 
y Ricardo did not believe in free trade, although he describes Ricardo’s posi- 
tion very exactly; and he attaches less importance than it deserves to the fact 
that Ricardo’s followers opposed the campaign to repeal the corn laws. The 
normative ideas of the Ricardians are not as easily integrated as their posi- 
tive ideas are. About Blaug’s treatment of the latter, there is little with which 
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one can disagree. There are a few indefensible assertions, but they can be set 
down to haste or polemical zeal. 

His book is a fair statement of the system in its positive aspects. Now let 
us have equally good statements of the others. We need a biography of 
Ricardo, and if an economist will not do it, let someone like M. St. J. Packe 
use the material. He told us many things about Mill which were illuminating 
(The Life of John Stuart Mill). Studies of the economists as political figures 
will help us to understand their ideas about policy. We also need fresh view- 
points like that of Walter C. Weisskopf, in The Psychology of Economics, 
which analyzes the premises of the classicists as well as the reasoning from 
them. Then let someone put his mind to a vocabulary of economics (a Fraser 
for the present) as T. D. Weldon has done for politics. Blaug’s book will have 
an important place in such a collection. 

D. Grampp 

University of Illinois, Chicago 


Theory and History, An Interpretation of Social and Economic Evolution. 
By Lupwic von Mises. New Haven: Yale University Press, 1957. 
Pp. ix, 384. $6.00. 

With the author’s indulgence, an advance estimate of the general profes- 
sional reception to this work would indeed be low. In the case of many within 
the economic fraternity a quick, instinctive association between the author’s 
name and his extremist position in the spectrum of contemporary economic 
thought may be sufficient to cause indifference. The limited interest of pro- 
fessional economists in the subject under consideration would also support a 
low estimate. However, despite these and other possible factors, a largely 
negative reaction would be most unfortunate. Obviously, a lack of serious 
interest in this treatise could not advance and deepen our thinking on some 
of the most fundamental intellectual issues confronting American minds today. 

As a sequel to his tome on Human Action, in this absorbing study von 
Mises attempts to grapple with the fundamental issues of guiding thought. 
Looked at in its entirety, the work is not merely an intepretation of social 
and economic evolution; it represents von Mises’ personal philosophy based 
upon years of study, scholarship, and cultured experience. Whatever may 
be said of his economic “classicism,” in contrast to some others of like mind 
he brings into his expositions a wealth of cultural and historical insights. 
Although he will not agree with the reviewer’s terminology, in the present 
study he displays dimensions of thought and embraces a broad orientation 
reflecting the stature of a social scientist with a formal economic background. 
Von Mises’ lucid and often incisive contributions cannot but be readily wel- 
comed. They serve both as a sobering counterweight to many perpetuated 
socio-economic fallacies and a vibrant stimulus for economists to explore more 
intensively related disciplines of thought. 

The range and nature of subject matter covered in this work make it 
essentially a philosophical treatise rather than, as the author to some extent 
believes, a strictly scientific contribution. In examining, for instance, the 
differences between natural and social scientific methods, the question of 
ends and means, or the relationship between materialism and determinism, 
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the author is thinking philosophically, not scientifically. He subtilizes fairly 
well many such conceptions. But when it comes to a firm and grounded dis- 
tinction between science and philosophy, none can be found; and confusion 
on this point persists throughout the entire work. To speak in one place of 
the “discursive reasoning of the sciences of human action” (p. 4) and, in 
another, of philosophical interpretations as being “discursive and scientific” 
(p. 323) indicates a loose handling of terms. When he speaks of philosophy 
building on “the foundations laid by science” (p. 275), he clearly shows a 
defective understanding of the independent discipline of philosophy. Science 
serves philosophy, to be sure, but so does the ever-expanding reservoir of 
common experience. The linearity and sensory observations of scientific 
thought as against the inherent discursiveness of philosophical thought and its 
intellectual penetration into the intelligible nature of things seem to elude 
the author. 

This inability or perhaps reluctance to sharply define the two disciplines 
is crucial to a critical analysis of von Mises’ dominant thesis and his sup- 
posedly novel introduction of the two terms “thymology” and “praxeology.” 
His thesis is really a simple one. Indeed, it essentially and boldly projects 
into the full context of historical process what this reviewer in his work on 
Veblenism has defined as the formal object of economic science. Our chief 
concern, von Mises contends, is with the choosing of means suitable for the 
realization of man’s ultimate ends. These ends depend entirely on judgments 
of value which are subjective, voluntaristic, and scientifically indeterminable. 
We are told that choosing means is a “matter of reason” and choosing ends “a 
matter of soul and will.” Repeated in other words time and time again, the 
further point is made that: “With almost negligible exceptions, all people 
want to preserve their lives and health and improve the material conditions of 
their existence” (p. 270). Capping this philosophical scheme is the individual- 
ist utilitarian view that what results in benefits is good and what doesn’t is 
bad. Applying the formula to social systems, one is to conclude then that von 
Mises’ position on pure capitalism, i.e. without governmental intervention, 
is the true one because of the beneficial results produced by that type of 
system. 

The simplistic character of this philosophical scheme is as unsatisfactory 
today as it was in John Stuart Mill’s day. The existential ends of man include 
also self-preservation in terms of personal honor, self-perfection, enlargement 
of experience, and social fellowship to promote common utility. Doubtless, 
suitable means are important to realize ultimate ends, but a rational knowl- 
edge of good ends is equally important for the judicious determination of 
suitable means. And the good in general is the perfection that is proper to a 
thing. Such knowledge unavoidably necessitates the systematic study of 
metaphysics. It helps von Mises little to assert that man cannot do without 
metaphysics and then, quite erroneously, claim that it has no significance for 
“a logical examination of scientific problems” which, in this work, are almost 
entirely philosophical in character. The nature of man, which is common to all 
men, lends itself as an object of rational inquiry just as any other being in 
existence. Mere reiteration of subjective “feelings, tastes or preferences” by 
the author doesn’t brush this truth aside. 
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The author’s defense of the individuality of man, the primacy of ideas 
and reason, and the basic freedoms is impressively stated. His criticisms 
against positivism, historicism, behaviorism, and panphysicalism are logically 
sound. Notions associated with these movements have afflicted the social 
sciences, including economics. But the treatment offered by von Mises is no 
more formidable than were the unsuccessful attempts of the nineteenth- 
century liberals to stem the tide of scientific materialism. Were he familiar 
with the full structure of Western thought, whence these ideas on man, 
reason, and freedom flowed historically, his arguments would be strengthened 
considerably by more basic ideas rooted in metaphysically perceived reality. 

On this point the book shows a gross unfamiliarity with the Philosophia 
Perennis formed in the medieval period. Inaccurate statements on the origin 
of the idea of the common weal (p. 30), the relationship between collectivist 
philosophy and medieval realism (p. 250), and the beginning of a stress on the 
problem of liberty and bondage by seventeenth century philosophers amply 
attest to von Mises’ blind spots. There are many more, some of an exaggerated 
and wild nature. What he calls thymology has formed the content of philo- 
sophical psychology long ago; what he calls praxeology has also for centuries 
formed the empirical basis of social ethics. New terms do not solve essentially 
old problems. And socialism, for which, significantly, the utilitarian doctrine 
has been ably used, is not the only possible outcome of our efforts to preserve 
the good of the market economy and to reconstruct our institutional arrange- 
ments on the basis of durable principles of socio-economic order. 

Lev E. DosriANsKYy 

Georgetown University 


Historia rozwoju ekonomiki. (A History of the Development of Economics.) 
By Epwarp Taytor. Poznan: Panstwowe Wydawnictwo Naukowe, 
1957/58. 2 vols. Pp. xii, 258; 385. 

The intellectual ferment which accompanied the October 1956 events in 
Poland was heavy with promise of valid contributions to knowledge, not least 
in the field of economics. The results to date have been disappointing. A 
striking exception to the run of mediocre economic journalism is Professor 
Edward Taylor’s two-volume textbook on the History of Economics, of 
which the first volume appeared in October 1957, and the second in February 
1958. A third volume devoted to the development of socialism, has been 
promised. The first two volumes are an eloquent tribute to the tradition of the 
University of Poznan as a center of Polish economic thought, and to the 
scholarship and academic integrity of the author. Here is a clear, incisive, 
well-balanced and comprehensive manual worthy of the attention of students 
of the subject, and crying out for translation into at least one of the world 
languages. 

Taylor held the chair of economics at the University of Poznan from 1919 
till 1949. In that year he fell victim to the purge of the allegedly “reactionary” 
instructors carried out by the communist government, and was not reinstated 
until the fall of 1956. Prior to his compulsory retirement and at the request 
of his students, Taylor in collaboration with one of his assistants, J. Tetzlaw, 
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prepared a revised script of his lectures in the history of economic thought, 
containing the substance of thirty years of scholarship and pedagogical ex- 
perience. His retirement from active teaching in the years 1950-1956 provided 
him with occasion to thoroughly re-examine, expand, and rewrite the original 
lectures in book form. Although it bears the marks of its lecture parentage, 
the result is a refreshingly clear account of the development of economic 
thought from ancient times to the present day. This is not just another text- 
book on the subject; it ranks among the best manuals on the subject currently 
available on the international market. 

The peculiar circumstances of their inception account for a number of the 
unusual features of the first two volumes. The “economic underworld,” all that 
ballast of ideologically tinged socio-economic movements, is ruthlessly elimi- 
nated from this portion of the book. The removal of the untouchables of 
Marxist economics (and, by extension, of the whole host of utopian socialists 
and early collectivists) seems to have been a prerequisite for an objective treat- 
ment of the bulk of economic theory. This method has a surprisingly purifying 
effect on the exposition of the logical structure, evolutionary process, and 
continuity of theoretical economics. The voices-off-stage, significant as they 
may be, have been put on a separate record. The reader’s attention is in this 
way concentrated on the world of ideas, on the disinterested pursuit of an 
explanation of economic phenomena, with only slight distraction from the 
historical facts of the epoch in which these ideas originated. Whether such 
procedure is to be considered as the book’s weakness or strength is irrelevant 
in view of the circumstances under which it had been written and published. 
One example of the method may be of interest: born in the midst of a com- 
munist world, the book refers to communism once in all its 643 pages, and this 
only in connection with the ideological stand of Professor Oscar Lange. 

Taylor attempts, successfully, to combine the two methods of presenting the 
history of economic ideas: he both outlines the logical development of par- 
ticular economic problems, and presents a coherent chronological arrangement 
by authors. Major stress is laid on the post-1870 period. This is, without 
doubt, the most interesting and thorough part of the work, reflecting a great 
effort to convey clearly and concisely, yet without sacrifice of the essentials, 
the original contributions to the science of the last eight decades. As a con- 
tribution to the understanding of the issues involved, Taylor’s exposition of 
the economic thinking of this period stands well nigh unique. 

JAN S. PRYBYLA 

The Pennsylvania State University 


Ekonomi och religion. By Kurt SAMuEtsson. Stockholm: KF’s Bokférlag, 
1957. Pp. 175. Sw. Kr. 11. 

This essay is a vigorous attack on Max Weber and the propositions first 
advanced in The Protestant Ethic and the Spirit of Capitalism. It argues, 
first, that Protestant thought had little or nothing to do with the “spirit of 
capitalism” and, second, that there was no significant correlation between 
religious changes and the post-Reformation development of capitalism. 
After an interesting recapitulation of various contributions to the half 
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century of debate over the Weber thesis, Samuelsson examines the attitudes 
of the reformers toward wealth and economic activity. He concludes that 
puritanism, far from being the source of the capitalist spirit, was antithetic to 
it. Most of the arguments of this section have been advanced by earlier critics 
of Weber and nearly all of them were either anticipated by Weber or answered 
in the notes to the 1930 English edition of The Protestant Ethic. 

Samuelsson does not seem to understand the distinction, clearly formulated 
by Weber, between the immediate intentions of the reformers and the ultimate 
consequences of their ideas. His citations of the sermons of Fox and Wesley 
on the dangers of wealth miss the point that such sermons became necessary 
when relatively poor men had become rich in the practice of their religion. 
No evidence supports his contention that the reformers trimmed their doc- 
trine to suit capitalist audiences or that businessmen changed their religion to 
fit their economic practice. Such allegations suggest an inadequate acquaint- 
ance with early Protestant history and imply an underlying conviction that 
religious attitudes could not have had much influence on economic behavior. 

Previous discussions of the Weber thesis have, according to Samuelsson, 
been beside the point because they failed to ask whether there was in fact 
any correlation between Protestantism and economic progress. He embarks 
on a comprehensive historical review to demonstrate that the answer is nega- 
tive, but his country-by-country analysis brings forth nothing new, and his 
interpretations are not impressive. England and Holland are shown to have 
experienced economic progress before the Reformation, but there is no dis- 
cussion of varying rates of economic progress. The most prosperous periods 
in Switzerland and Scotland appear to have come after the decline of Calvinist 
influence, but this would be consistent with Weber’s conception of the role of 
puritanism. Only a naive view of historical relationships could accept the con- 
clusion that such “discoveries” have undermined the foundation of the Weber 
thesis. 

Samuelsson seems to believe that the idea of a relationship between piety 
and progress originated with Weber rather than in the comments of contem- 
porary observers and subsequent scholars. His attempt to demolish the “start- 
ing point” of the Weber thesis is unconvincing, although he does unearth a 

hical error in the Weber-Offenbacher statistics of Protestants in 
institutions of higher education in Baden. 

In view of the sweeping nature of Samuelsson’s charges, it is appropriate to 
recall the limited and precise aim of Weber’s original essays. He sought to 
explain how an attitude (the spirit of capitalism), which had been ethically 
suspect in highly capitalist centers of the fourteenth century, could have been 
regarded as the essence of moral conduct in backwoods Pennsylvania in the 
eighteenth century. His conclusion that the development of Protestant religious 
thought had much to do with the change in values will survive the challenge 
of Samuelsson’s provocative essay. Weber’s subtle and erudite discussion of 
his limited theme still excels most of his critics even on points they think they 
have discovered. 

J. FREDRICKSON 


North Park College 
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Possibilities of Economic Progress. By A. J. Youncson. New York: Cam- 
bridge University Press, 1959. Pp. x, 324. $6.00. 

Professor Youngson has done a good deal more than contribute just an- 
other tome to the current outpouring on economic growth. His study is a land- 
mark pointing the way by which the accretion of knowledge on economic 
growth must occur. He has thoughtfully combined the theoretical literature 
on economic growth with the insights derived from four case studies in eco- 
nomic history. The vast literature on economic growth has provided some- 
thing less than a satisfactory body of hypotheses on the subject. It is like- 
wise evident that economic history has contributed little to the field. The 
difficulty is that economists concerned with growth have paid far too little 
attention to the historical experience of economies, and that economic history 
has provided all too little of use to the student of economic growth. Yet 
clearly economic history should be the basic research field for economic growth 
if progress is to be achieved. Youngson’s study gives an indication of the 
promise of such an approach. It also inevitably reflects the current short- 
comings in these two fields. 

Part I includes an able discussion of the difficulties involved in the meaning 
and measurement of economic growth whether conceived in welfare or produc- 
tivity terms. In successive chapters he develops a series of hypotheses about 
economic growth with attention focused on three aspects: (1) invention and 
the adoption of new ideas (particularly as they lead to further innovation and 
investment); (2) the supply of enterprise; and (3) the “drift towards massive 
production” (primarily as a consequence of improved transport and economies 
of scale). 

The four case studies in Part II on the acceleration of economic progress 
are: Great Britain, 1750-1800; Sweden, 1850-1880; Denmark, 1865-1900; 
and the Southern United States, 1929-1954. In Part III the author summarizes 
some of the conclusions that emerge from the application of the hypotheses 
developed in Part I to the case studies in economic history. While recognizing 
the diversity and certain unique aspects in each case, the author suggests that 
three important conclusions emerge. The first is the decisive role that in- 
volvement in the international economy played in each instance (in the rest 
of the United States in the case of the regional study of the American South). 
The second is the importance of agricultural reform, and the third is the 
complex interdependent pattern that development takes. Youngson also has 
some general comments drawn from the four studies on sources of capital and 
population and labor force changes. 

In the final chapter some suggestions for the present are offered, drawn 
from the previous material. The author concludes that countries seeking 
accelerated development should: (1) think carefully about extending their 
international contacts (despite the risks involved) rather than conceive of 
development in national terms; (2) conceive of the role of government less in 
terms of undertaking specific development projects and more in terms of im- 
proving “the general conditions and equipment of economic life”; and 

(3) devote particular attention to agricultural development. 
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As noted above the shortcomings of the study are inherent in the state 
of the fields of economic growth and economic history. Until a better under- 
standing of the interrelationships involved in economic growth is developed 
it is hard to be convinced that the strategic elements upon which attention is 
focused are indeed the critical ones, and the literature on economic growth 
is strikingly deficient in exploring these interrelationships in the past develop- 
ment of economies. The historical evidence suffers from the fact that it is too 
skimpy to bear the burden of proof and reflects the fact that economic histor- 
ians have been derelict in not developing either the statistics or the generaliza- 
tions about the development of economies which are needed for such case 
studies. Progress along the lines Youngson envisions initially entails funda- 
mental research in both directions. His study points the way. 

Dovuctass C. NorTH 

University of Washington 


Economic Planning in Underdeveloped Areas: Government and Business. By 
Epwarp S. Mason. New York: Fordham University Press, 1958. Pp. viii, 
87. $2.50. 

In this second series of Moorehouse I. X. Millar Lectures, Professor Mason 
has not lighted a very clear path for those interested in an answer to the ques- 
tion: How should the United States proceed in its efforts to raise per capita 
incomes around the world? Perhaps this is as it should be, but one cannot help 
but wonder if more light, as well as heat, would not be provided by the de- 
velopment of a definite stand. I am convinced that this approach would be 
much more helpful to the political leadership of the underdeveloped nations. 
I doubt that one can be all things to all people, and I am afraid that Mason 
attempts to be in these lectures. 

The first and second lectures point out in general terms the underlying 
conditions in countries currently seeking rapid development from a low-income 
level. These prevailing conditions are then related to the pre-industrial revolu- 
tion conditions in England, Japan, and the United States. The differences high- 
lighted in this comparison are pessimistic, as they should be. The points in- 
cluded are the helpfulness of the legal system, the per capita income, the level 
of education, and government efficiency. The evaluation does not consider 
other comparisons that are also pessimistic. Examples that come to mind are 
birth rates and death rates, population base, consumption propensity, and 
political stability. 

The third and fourth lectures consider government initiative in general and 
in Southeast Asia. The points developed in these two lectures give the im- 
pression of a strange indecision or ambivalence. On page 51, government is 
given a dominant role because of “technological and psychological require- 
ments . . . and probable sources of funds. . . .” When actual government per- 
formance is discussed, such statements are made as “inevitable limitations of 
governmental capacity to manage and control” (p. 69); referring to India 
and Pakistan, “Whatever has been or can be said of the private sector, its 
record to date, if the projections of the various plans are to be taken seri- 
ously, has been substantially better than that of the public sector” (p. 75); 
and, again, referring to these two countries, “. . . despite recent increases in 
taxation, tax contributions to development will be small or negative” (p. 76). 
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Reconciliation, of a sort, of the dichotomy is made in the next to the last 
paragraph, where it is concluded that “large governmental participation in 
Asian development programs [may be] a temporary phenomenon associated 
with early stages of economic growth. . . .” Why this might be the situation 
is not explained beyond noting that it happened in Japan. 

The title is much too broad, for concrete examples of the current develop- 
ment problems are drawn almost entirely from South and Southeast Asia. This 
was perhaps unavoidable because of the limits set for the lecture series, but 
a greater effort to select concrete examples giving an insight into cultural, en- 
vironmental, and economic differences would have contributed much to justify 
the title and to increase true reader understanding. 

However, these lectures do provide, in capsule and understandable form, 
a view of many of the relationships and current ideas (including basic refer- 
ence sources) associated with the acceleration of economic development in 
low-income areas. This is the most useful aspect of the volume and certainly 
justified its publication. R. W. LinpDHOLM 

University of Oregon 


Saggio sullo sviluppo economico dei paesi arretrati. (An Essay on the Eco- 
nomic Development of Backward Countries.) By Vittor1Io MARRAMA. 
Turin: G. Einaudi, 1958. Pp. xii, 396. L. 3500. 

This book serves, inter alia, as a critique of the best writings dealing with 
the economic development of underdeveloped countries. Its value as a refer- 
ence as well is incidental. Though not a profound treatise, Marrama’s work 
nonetheless represents an authoritative contribution to the subjects of economic 
development theory and policy. 

Part I analyzes hasic concepts such as underdevelopment, backwardness, 
and poverty; real per capita income, productivity per man-hour, and other 
indicators of the well-being of a people and the development level of their 
country. The problem then brought into focus is: Underdeveloped countries 
are characterized by average low per capita income and a high concentration 
of total income in the hands of a few. 

Part II deals with factors contributing to economic backwardness. After 
noting the important extra-economic forces influencing development, such as 
customs and habits of peoples, their history, religious beliefs, and political and 
social systems, the author goes to the heart of his study. This concerns three 
decisive economic factors which are characteristic of underdeveloped coun- 
tries: limited capacity to accumulate capital; limited capacity to import; 
and improper utilization of available investment resources and import capacity. 

Underdeveloped countries lack the adequate infrastructural capital assets 
(roads, railways, electricity-generating plants, etc.) essential for their develop- 
ment. Moreover, the few manufacturing enterprises that may exist in these 
countries are isolated (i.e., outside of a general industrial environment) and 
do not benefit from external economies. Thus, the ratio of capital to output 
is greater in the underdeveloped than in the advanced country. Consequently, 
a greater investment increment is needed to insure a given increase in output. 
The low level of productivity, income, and savings renders capital accumula- 
tion difficult, and external assistance is therefore necessary to help to break 
the vicious circle. 
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Capit+l accumulation required for development in such countries depends 
primar’, upon imports of equipment, etc., acquired with export earnings. 
Most underdeveloped countries are exporters of primary products, violent 
short-run fluctuations in the prices of which influence the countries’ capacity 
to import. Prices of primary products have also suffered a secular decline. 
These backward countries have experienced a diminution of their capacity to 
import from decade to decade. 

The final decisive factor that has contributed to the backwardness of these 
countries has been the utilization of investment resources and import capacity 
for unproductive purposes. The high rate of population growth necessitates 
diversion of a disproportionate share of resources to investment in dwellings. 
Since the marginal propensity to consume is high, the total of net savings is 
low. Both public and private investment of meager resources tends to be 
imitative of rich countries and goes into such unproductive projects as ornate 
public buildings, country clubs, luxury resorts, etc. The imitative principle 
applies also in the consumer-goods field, “interdependence of consumer prefer- 
ences.” The inhabitants of poor countries inordinately import luxury goods, 
travel abroad on expensive tours, and maintain savings in idle balances. 

Fundamental economic development policy goals and measures for their 
attainment are discussed in Part III. The primary goal should be that of 
utilizing available resources so as to accelerate income formation. Among 
alternative avenues of investment those that promise increased production 
over the short term, or those with a low ratio of capital to income should be 
selected. Stimulation of savings is essential to capital formation, but since 
savings are insufficient in underdeveloped countries, capital must also be 
obtained from abroad through the World Bank, the Export Import Bank, etc. 

The problem of increasing import capacity should be attacked by stabiliz- 
ing world market prices for primary products through international control 
of supplies and, on a national level, by improving quality and types (diversi- 
fication) of primary products for export. Other effective policies are utilization 
of seasonal and hidden unemployed in productive public projects, industriali- 
zation to provide substitutes for imports, and agrarian reform. Finally, policy 
should aim at redistribution of income without hampering the propensity to 
save. In backward countries this is necessarily identified with the reform of 
regressive tax systems. 

Part IV considers various programs for rational economic development; the 
difficulties arising in their choice and implementation; an evaluation of their 
balance-of-payments and income-redistribution effects; the advantages and 
disadvantages of imput-output analysis for devising practical programs; 
criteria for comparing the income-producing capacity of various types of in- 
vestment; and the problem of establishing priorities for implementing individ- 
ual projects. Finally, an Appendix is devoted to a consideration of the eco- 
nomic development problems of Southern Italy as a case study. The author 
employs theoretical tools and statistical data with the skill of a mature and 
experienced researcher. The clarity and realism of exposition make the reader 
aware of the many factors which qualify the findings of abstract analysis. For 
example, he attacks the doctrinaire orthodoxy of neo-Malthusians who place 
too much emphasis on overpopulation as a negative factor contributing to 
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underdevelopment. Their formula for developing backward countries, namely 
“accumulation of capital” coupled with “birth control” is much too simple. 
They fail to identify the true obstacles to development. Excess population is 
but a symptom of the failure of backward countries to use economic resources 
properly. Highly industrialized countries have absorbed population increases 
without lowering their standards of living. Moreover in the 19th century these 
countries experienced a greater rate of population increase than did the back- 
ward or poor countries. 

On the whole, this volume is a worthwhile addition to the evolving literature 
on the economics of development. It places at the reader’s disposal the benefit 
of the author’s research over the period of a decade on location in many back- 
ward countries of the world. The mass of difficult technical material is well 
organized and cast in an unusually facile style. It should be read by every 
economist and sociologist concerned with economic development problems. 

NicHotas M. PETRUZZELLI 

Washington, D.C. 


Sviluppo economico e produttivitd del capitale. By Aucusto GRazIANI. 
Naples: Eugenio Jovene, 1957. Pp. 136. L. 1250. 

Augusto Graziani has added another thoughtful well-reasoned study to the 
growing list of volumes on economic development and the productivity of 
capital. Unfortunately there is nothing very new about what he has to say. 

The author has attempted to find out how the productivity of capital varies 
in the long run in conjunction with the general theory of economic develop- 
ment. He considers short-run variations and business-cycle fluctuations only 
briefly. The treatment is orderly and well planned. After a couple of intro- 
ductory chapters, Graziani develops a model of economic development, dis- 
cusses two types of investment, the place of natural resources in development, 
the impact of technological changes, the effects of changes in distribution and 
the theories of Marx, Ricardo, Keynes and Hansen in this area. He concludes 
that “in the period of modern economics, the productivity of capital shows 
no tendency to decline” (p. 122). This is hardly a startling discovery. Also he 
says (as did Marshall) that the productivity of capital and its progress in 
development must be studied dynamically, not statically. Then, like Marshall, 
he proceeds to treat the problem in the usual static manner. 

Graziani makes some helpful comments about the exhaustion of raw ma- 
terials (always excepting land, which he considers inexhaustible). He says 
modern technology steps in with some newly discovered material, which re- 
places or improves upon the older raw material. Also in commenting on the 
stagnation theory, he says, “Although the theory of economic maturity is logi- 
cally correct [?], it is based on two hypotheses that cannot be found in con- 
temporary economic reality[!]” (p. 119). 

The statistical evidence is put into an appendix. Graziani knows the litera- 
ture very well and his statistics are mostly American. The reviewer has the 
feeling that the study is a skillful exercise in analysis, but that it is somewhat 
disappointing in its results. 

Henry S. MILLER 
Queens College, Flushing, New York 
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British Economic Policy Since the War. By ANDREW SHONFIELD. Baltimore 
and London: Penguin Books, 1958. Pp. 288. 85¢. 

Ever since the publication of Harrod’s Are These Hardships Necessary?, the 
question of the adequacy of the level of capital formation has been in the 
forefront of all serious discussion of Britain’s postwar economic problems. 
Andrew Shonfield, who is economic editor of the Observer, has made it the 
central issue of his highly polemical essay British Economic Policy since the 
War. Shonfield’s basic theme is that Britain’s postwar difficulties stem largely 
from the fact that her productive capacity has not grown sufficiently fast in 
the postwar period. This, in turn, is attributable to three factors: a misguided 
and disproportionately large defense program; postwar sterling area arrange- 
ments which permitted a (virtually) unimpeded outflow of capital from Britain 
to outer sterling-area countries; and the tendency of the postwar governments 
to cut back on the investment program whenever restraint in domestic ex- 
penditure was required to stay an intolerable drain on the reserves. The first 
two factors allegedly deprived the investment sector of resources while the 
third exercised a depressing effect on the marginal efficiency of capital. A large 
part of Shonfield’s essay is devoted, therefore, to a plea for a reappraisal of 
policies in these areas to create a more hospitable environment for investment. 

Shonfield describes his essay as concerned with “politics looked at from an 
economic viewpoint” (p. 11). To the extent that he emphasizes the economic 
costs of political decisions his characterization is appropriate. This reviewer 
has qualms, however, concerning the manner in which he arrives at his con- 
clusions. By and large, Shonfield thinks it is sufficient to indicate that the 
economic costs of certain policies are high to condemn them. This procedure, 
however, is inappropriate. A valid analysis requires the development of criteria 
which would permit us to measure the marginal economic costs of political 
decisions against their marginal noneconomic advantages. In the absence of 
criteria of this nature, it is not permissible to conclude that because the mili- 
tary program or the sterling area arrangements tended to depress investment, 
these policies were inappropriate. As important as a high level of capital for- 
mation is, it cannot be assumed a priori that it must take precedence over 
everything else. While Shonfield may be correct, his conclusions remain mere 
assertions and do not logically follow from his premises. 

The assertive nature of Shonfield’s essay is also apparent in his blanket 
condemnation of British postwar governments for their general policy of 
restraining investment during crisis periods. He displays no awareness of 
Harrod’s and Nurkse’s analyses of this problem. Apart from the fact that 
capital formation was more readily controlled by the government than other 
components of domestic expenditure, the desire to maintain reasonably full 
employment was an important reason for operating on the investment sector. 
Given the nature of the resources required to produce capital goods for do- 
mestic use, domestic consumption goods and exports for which an extensive 
demand existed, a much larger reduction in consumption expenditures would 
have been required to effect a given improvement in the balance of payments 
than in investment demand. This is not to imply, of course, that the decision 
to restrain investment is beyond criticism. Perhaps too much emphasis was 
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placed on the maintenance of full employment in the postwar period. The only 
point I wish to make is that the problem is much more complex than Shonfield 
suggests in his essay. 

Despite these criticisms, Shonfield’s essay deserves a wide audience. It is 
a well-written, provocative and intelligent commentary on important problems 
facing Britain. And this is considerably more than can be said for much of the 
current literature directed to the elusive “intelligent layman.” 

ZUPNICK 
The City College of New York 


Canada’s Economic Development, 1867-1953. By O. J. Firestone. Income 
and Wealth Series VII. London: Bowes and Bowes, 1958. Pp. xxii, 384. 
45s. 

This volume is the result of a venturesome undertaking by Dr. Firestone 
assisted by two of his colleagues in the Department of Trade and Commerce 
in Ottawa, T. R. Vout and A. W. A. Lane. It is an attempt to interpret 
Canada’s economic development over the 86 years since the confederation of 
the British North American colonies in terms of national product, national 
wealth and growth in the population and labor force. Since most of the relevant 
official estimates begin with the year 1926, Firestone and his colleagues in 
Ottawa prepared new and admittedly rough estimates of the following ag- 
gregates: (1) Births, deaths, marriages, emigration and net family forma- 
tion on an annual basis from 1867 to the ’twenties; (2) Gross national product 
by industry in current and constant dollars for one year in each decade from 
1870 to 1920; (3) Gross national expenditure and its major components for 
each year preceding the decennial census from 1870 to 1920 with the excep- 
tion of 1880, again in current and constant dollars; (4) Various new price 
series required to deflate the national accounting aggregates; (5) Various sup- 
plementary series including the value of reproducible capital in key industries. 

Conceptually, all of these aggregates are obviously useful in the interpreta- 
tion of the country’s economic development, but I do think the author errs in 
attempting such an interpretation on the basis of these pioneering quantitative 
results. I would have preferred a bare presentation of the estimates and a 
more extended discussion of the sources and procedures. The estimates are 
Firestone’s significant and valuable contribution and their revision will indicate, 
as Simon Kuznets states in the preface to the volume, “. . . that Dr. Firestone 
and the others have provided stepping stones for further work in the field—an 
indispensable objective for an activity in which only cumulative and co- 
operative effort can yield significant results” (p. xv). 

Users of these estimates will want particularly to read Sections 11 and 12 
(Part III, pp. 235-326) in which the limitations of the data, the sources and 
the chief methods used are described and the basic tables presented. Part IV, 
which concludes the volume, is an historical review of earlier income and 
wealth estimates for Canada which should prove very useful to other investi- 
gators of Canada’s growth. 

Rather than attempt to discuss differences in the interpretation of Canada’s 
economic development, it is more useful here to indicate two or three of the 
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major errors or inconsistencies—or, at least, what appear to me to be errors 
or inconsistencies—in the estimates. 

According to the estimates, national income per capita in Canada increased — 
at an average annual rate of 1.59 per cent from 1870 to 1890, 1.95 per cent 
from 1890 to 1910, but at a zero rate from 1910 to 1930 (p. 171). I find this 
hard to believe. There are official records of wages rates and of the cost of 
living from 1913 on. These data show an average annual rate of growth in 
real wages of 1.70 per cent from 1913 to 1930. This comparison suggests that 
Firestone’s benchmark estimate for 1910 may be too high. His next bench- 
mark is 1920 and his series ends in 1925. It is assumed that the series is con- 
sistent with the official estimates which begin in 1926 and the two discrete sets 
of estimates appear in numerous tables without comment on the problem of 
levels up to 1925 and since 1926. I am, therefore, particularly inclined to dis- | 
trust comparisons of years before 1926 with years after. 

Firestone’s benchmark estimates of gross national product for 1870, 1880, | 
etc. are based upon decennial censuses. Annual interpolations cannot add new 
information as to the levels of the series. Levels are determined as accurately 
as possible by the benchmarks. Annual interpolations that are then averaged 
can change the apparent level at different points in time significantly and un- 
desirably. Firestone’s method of interpolation is wrong in principle. Inter- 
polators were constructed for each major component—consumption, domestic 
investment, etc.—and then combined with fixed weights. Among the results 
which I would question is a level of GNP in constant dollars at a considerably 
higher level during the latter 1870’s than during the earlier ’70’s (p. 276), 
although Firestone himself refers to “a severe economic slump from 1874 to 
1880...” (p. 146). 

There are also some major anomalies in the population estimates. The 
official record of birth registrations dates from 1920. Firestone’s annual esti- 
mates for the years 1870 to 1920 are too low. The benchmarks are again tied 
to the decennial census. The estimated absolute level of births in each year 
preceding the census is equal to the reported number of children age 0 to 1 
plus half of the reported deaths to children age 0 to 1 in the 12 months pre- 
ceding the census. Both totals are undernumerated in the census by at least 
15 per cent. My guess is based on the following: 

Firestone shows a crude birth rate for Canada of 33.7 in 1870. As a matter 
of firm record, the crude rate for the Roman Catholic population of Quebec 
in that year was 45 per thousand. Weighting them as 1 of 3 in total popula- 
tion implies a crude rate of 28 per thousand for the rest of the population. The 
Canadian rate has been that high in recent years. In an unpublished paper 
“Long Swings in the Growth of Population and in Related Economic Vari- 
ables,” Simon Kuznets shows a crude rate for the United States in 1870 of 
43.5 per thousand. 

As a further check one can estimate the crude rates for the province of 
Quebec on Firestone’s method for 1870, 1880 and 1890 and then subtract 
from this estimate the recorded births of the Roman Catholic population of 
Quebec. This yields total births for the remaining population of the province, 
who were 14 to 16 per cent of the total, of 246 in 1870, minus 2900 in 1880, 
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and minus 1425 in 1890. Since Firestone applied his method to all but the 
Roman Catholic population of Quebec, the underestimate originating in the 
underenumeration of the census applies to all but the Roman Catholic popu- 
lation of Quebec. By a similar method one can check Firestone’s implied crude 
death rates for non-Catholic Quebec and the rest of the country. The rate for 
1870 is 15.6 which appears to me to be too low. The Canadian rate in 1920 
was 13.3. Kuznets’ estimate for the United States in 1870 is 25.7. 

One would expect the underenumeration of total deaths in the census to be 
relatively less than of deaths to infants and of children age 0 to 1. This expec- 
tation is borne out by Firestone’s estimates of net migration which were ob- 
tained as a residual. For example, his estimate of the net out-migration from 
1870 to 1900 is 175,000. This estimate is much lower than the estimate of 
472,000 obtained by Nathan Keyfitz (“The Growth of Canadian Popula- 
tion,” Population Stud., 1950-51, 4, 47-63). Keyfitz used English life tables 
to project Canadian life tables to the earlier census years. 

These few comments will serve to illustrate the hazards of taking individual 
series too seriously. Some of the series do stand up very well in the uses that 
can be made of them. In addition to the stimulation of further work in this 
field and subsequent revision and improvement of the estimates, Firestone’s 
estimates, like all contributions in this field, have another valid use. If a wide 
variety of these historical data appears to support particular hypotheses, one’s 
willingness to entertain them seriously is strengthened even though the in- 
dividual series are known to be in various ways imperfect. In the words of the 
Preface, “One can only express deep appreciation of the contributions thus 
made to the stock of our knowledge on the quantitative aspects of economic 
growth. ...” 

KENNETH BUCKLEY 

University of Saskatchewan 


The New Economy of China. By GyAN CHAND. Bombay: Vora & Co., 1958. 
Pp. xiv, 429. Rs 16.00. 


Described as a “factual account, analysis and interpretation” of the eco- 
nomic development of mainland China, this book represents the observations 
of an Indian economist who was head of the Economic Section of the secre- 
tariat of the Indian cabinet in 1948-51. The author attempts to discuss in 
sixteen chapters such topics as land reform and the rural economy, the market- 
ing and producers’ cooperatives, industrial expansion, labor, commerce and 
communications, money, banking and finance, Soviet aid, and the population 
problem. The entire account is meant to produce a “thorough understanding 
of the processes at work” in the Chinese economy. 

In spite of its broad scope, the book can hardly be recommended either as a 
source of reference or as an unbiased and comprehensive study to introduce 
the nonspecialist to the Chinese economy. In the first place, there are certain 
noteworthy omissions both of subject matter and of facts, examples of which 
are, inter alia, the serious impact of losses to Manchurian industry, through 
the postwar stripping by Soviet troops, on China’s economic rehabilitation 
and monetary stabilization (Ch. 14) and the reappearance of price instability 
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following the outbreak of the Korean war (Ch. 12). The Manchurian losses, 
estimated at $2 billion by the Pauley Commission, would, if mentioned, cast a 
different light on the author’s estimate of 4.22 billion rubles of Soviet aid to 
China (pp. 359-60). More serious, however, is the lack of any informed dis- 
cussion of the size of the Chinese national product and its allocation between 
investment and consumption. Although the book was published in April 1958, 
most of its rather scanty statistical information refers to the period before 
1954. Moreover, granted that it is most difficult to separate the political from 
the economic in the case of this subject, it is nevertheless somewhat surprising 
to find a scholar naively describing the Chinese scene as one in which “de- 
mocracy as a spirit of true fellowship and cooperation is a reality” (p. 399), 
or that “the historical fact is that without the Marxist party the benefits, which 
the present regime has undeniably conferred upon the people, would not have 
in fact accrued to them” (p. 388). An experienced economist though he is, 
he has apparently taken at face value much of the official interpretation he 
received during his six-month stay in China. 

The redeeming merit of the book lies solely in its being an interpretation of 
Chinese economic development through Indian eyes. Even though the author 
purposely refrains from drawing explicit comparisons between the two coun- 
tries, for the Western reader the following points are well worth consideration. 
First, Gyan Chand believes that in China the development of handicraft 
cottage industry may continue to expand along with that of factory produc- 
tion and that the former will not suffer from the competition of the latter 
because they serve different consumer markets and because the output of 
handicraft production is channeled through the trading cooperatives. “The 
whole program is now being put into operation on the assumption that most 
of the consumer goods, particularly in the rural areas, are to be produced by 
the crafts . . .” (p. 188). More recent developments, such as the mushrooming 
growth of the “back-yard blast furnaces” and the expansion of native industry 
in the rural “communes,” show that the utilization of these industries has been 
increasingly extended to the production of producer goods. Needless to say, 
such developments would help to alleviate the problem of rural underemploy- 
ment. Secondly, in the author’s opinion, notwithstanding the Communist rejec- 
tion of the Malthusian population theory as a direct negation of the Marxist 
faith, it is necessary to engage in a critical re-examination of population policy. 
This re-examination is recommended not merely to Communist China, but also 
to Australia, Canada, the United States and certain Latin American countries 
(p. 373). The implicit suggestion as a solution of China’s population problem 
is, of course, emigration. If this is a provocative thought, one might note fur- 
ther the author’s belief that through trading with the Soviet Union under long- 
term agreements China has been freed from the effect of fluctuations in world 
prices and has concurrently been assured of expanding markets for her ex- 
ports. The Soviet Union, it is said, has been prepared to gear her production 
“especially to meet the specific requirements of China” (p. 356). Finally, the 
author asserts that the success of China’s economic development to date is 
largely due to an increase in the vertical mobility of talents (p. 398) and the 
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large-scale participation by the population in the various facets of economic 
development (p. 395). Both conclusions are probably true. But the disturbing 
thought is his contention that all this would not have happened but for the 
Communist revolution. 

Yuan-L1 Wu 


Marquette University 


Colonial Planning—A Comparative Study. By Barsu Nicutescu. London: 
George Allen & Unwin, 1958. Pp. 208. 18s. 

This reworking of a doctoral dissertation is a comparative study of economic 
planning in areas that are or recently were colonies. It deals primarily with 
British territories, rather briefly with French, and quite skimpily with Nether- 
lands and Belgian colonies. Its coverage is very broad. In about 165 pages of 
actual text, some seventy-odd territories are “touched upon” and the “de- 
velopment plans of some sixty of these territories have been taken into ac- 
count” (pp. 13-14). 

The book’s scope is wide also in that it deals with many aspects of the sub- 
ject. After a one-chapter introduction, Part II, “Background to Planning,” 
discusses in a largely conventional way a number of problems and possible 
policies related to colonial economic planning. The topics examined seem to be 
chosen rather randomly from among a large number that would be of equal 
interest. Part III consists of a useful one-chapter historical survey treating 
“The Growth of the Idea of Development Planning for Colonial Territories.” 
In Part IV, “Planning Machineries,” the planning process is divided into four 
stages: (1) collection of the required data; (2) “setting up of planning or- 
ganizations” or “deciding on priorities” (defined both ways presumably be- 
cause the planning organizations decide on priorities); (3) implementation 
of the plan; (4) preparation for the new plan—a transitional stage linking 
one plan with the next. Part V, grandly entitled “Analysis of the Plans,” is 
concerned chiefly with the problem of priorities in development. The discussion 
of priorities is centered upon the relative merits of social welfare and economic 
development expenditures, even though the author subsequently (p. 182) finds 
it “difficult to accept the existing dichotomy into economic and welfare plan- 
ning as economically valid. . . .” The rest of the section touches upon the 
length of the planning periods, the sources of funds, and rather commonplace 
discussions of communications and agriculture. The concluding Part discusses 
briefly some noncontroversial achievements of the plans and some criticisms 
which, since they are dealt with on such a general level, the author finds diffi- 
cult to appraise. 

In his concluding chapter the author seems to recognize the two major short- 
comings of his book. First, the analysis is rather pedestrian; one looks in vain 
for stimulating interpretations or penetrating insights. “The analysis at- 
tempted in the course of this book cannot be said to have revealed any striking 
new facts or interpretations in connection with development planning in the 
colonial territories surveyed” (p. 177). Second, the enormous range of the 
book seems to require generalizations so broad that they have little signifi- 
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cance. “Plans, their contents, and their effects have varied from colony to 
colony. General appreciations have therefore of necessity to deal with rather 
vague overall concepts” (p. 179). 

On the other hand, the book provides a serviceable general picture of 
colonial economic planning. Its discussion of the administrative problems en- 
countered and their effect on the nature of the plans is excellent (Ch. 3 and 
passim). The book is useful for those interested in the economic development 
of one (or more) of the present or recent colonial areas. 

Sayre P. SCHATZ 

Hofstra College 


Population Growth and Economic Development in Low-Income Countries. By 
A. J. Coats and E. M. Hoover. Princeton: Princeton University Press, 
1958. Pp. xxi, 389. $8.50. 

This is another of the major studies of population change in the countries 
of Asia carried on by the Office of Population Research of Princeton Univer- 
sity. Unlike the previous works, which have been historical and empirical, 
this one is primarily valuable for its theoretical model. India is essentially 
used as a laboratory test of the theory—which is at the end also briefly tested 
on Mexico as a country with a quite different starting population base, and 
with different policies, in order to show its relevance under other conditions. 
The authors carefully and rightly disavow that the book is either “an appraisal 
of Indian plans, or a prediction of the future rate of economic growth.” (The 
subtitle of the book—‘“A Case Study of India’s Prospects”—is therefore mis- 
leading.) In the course of the test the authors develop various projections of 
India’s population to 1986 and beyond, and present an excellent summary and 
analysis of India’s second five-year plan and prospects for the future growth— 
but these are really by-products of the theory. 

The theory may be summarized briefly although necessarily crudely. (The 
authors themselves provide such summaries frequently.) Let us assume that 
the low-income countries start with high birth rates and high death rates 
which keep the population in a low-income equilibrium. Under the impact of 
the recent health-improving developments, such as DDT, it is possible to 
reduce the mortality rates, not slowly (as former theories implied) but very 
rapidly, and before or simultaneously with industrialization and urbanization. 
Previously, it was assumed that the decline in fertility lagged behind that of 
mortality, creating a population explosion; but that gradually a new equi- 
librium was established at which the greater population was maintained at a 
higher level of per capita incomes. Now, in the low-income countries the speed 
of the decline in mortality rates and the delayed reaction in fertility rates is 
such that the rate of population growth becomes very rapid—on the order of 
2 to 3 per cent per annum. During the period of rapid population growth, as- 
suming no migration, there is a diversion of resources from directly productive 
investment to investment in late-yielding social expenditures to support the 
growing population—which in the early period is largely below working age. 
If fertility rates could be reduced, more might be devoted to either direct 
productive investment, or to higher per capita welfare (health and education) / 
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expenditures. Thus lower rates of fertility have as direct, short-run conse- 
quences higher investment, higher per capita incomes, and improved well-being 
of the population; and as a longer-run cumulative result, continued higher 
rates of growth of per capita incomes than in the case of higher fertility. This 
may be crucial for the long-run ability of the country to support the rapidly 
growing population under either fertility assumption. (In these low-income 
countries the stimulating effects of population growth from more births as a 
demand creator in the Keynesian sense, is either nonexistent if the popula- 
tion is already very large, or is outweighed by its effects upon investment.) 

As a test of this model, the authors develop a series of population projections 
for India on the basis of past trends (reinterpreted) and certain assumptions 
with respect to future mortality and fertility rates. The projected mortality 
rates are based conservatively upon the experience of other countries, espe- 
cially Ceylon, which have introduced health programs similar to those already 
introduced or planned for India. The fertility estimates are on three different 
assumptions: maintenance of present rates, an immediate decline in fertility, 
and a delayed decline. These are then used to project total population growth 
and age composition. (These population estimates, which have been available 
in India in an earlier draft for several years, have already had the effect of 
raising previous projections in India for planning; the discussion of the Indian 
third five-year plan assumes a rise in population of 2 per cent per annum.) 

It is assumed of course that India will be able to sustain the projected rates 
of population growth at some level for a period of time—at least the thirty 
years to 1986. The authors, on this assumption, and assuming technology about 
constant and a closed economy, analyze the effects of the varying rates of 
population growth upon India’s economic development. The second five-year 
plan is used as the basis of this analysis. (Unfortunately events move so 
rapidly in India that the second plan is no longer a satisfactory basis for 
projection—however this is not too important as a test for the model, although 
it would be very important if the primary purpose of the book were a projec- 
tion of the Indian economy. For example, one area of discussion in this book 
in which the second plan is a misleading guide is the analysis of the community 
development programs and agriculture. Use of the second five-year plan as a 
basis for this analysis makes projections of trends in farm output somewhat 
too optimistic; this of course reinforces the implications of the theoretical 
model.) 

The economic analysis contains very interesting discussions of certain gen- 
eral problems of underdeveloped areas such as capital-output ratios, invest- 
ment and saving, and shows an imaginative use of the Cobb-Douglas function 
for income projection purposes—all useful in general analysis of other econ- 
omies. This analysis is used to project investment and income in India over 
the thirty-year period. It is conclusively shown that with lower fertilities a 
greater proportion of national income would be spent as investment for growth 
and this results both in higher per capita consumer income, and a higher rate 
of growth in total output and per capita income during the period. The 


. authors have deliberately assumed, in their economic projections, a closed 


economy for India. In the long run, but possibly even before 1986 if the projec- 
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tions of agricultural output prove to be too optimistic, and certainly beyond it, 
this may prove quite unrealistic. The discussion of Mexico shows that similar 
conclusions hold in a smaller developing economy with a greater volume of 
foreign trade than India, and with very different starting conditions. 

The authors are to be congratulated on the very neat construction of a 
theoretical framework and the testing of that framework in a real situation. 
For the lay reader it may be too logical and dry in its construction and style. 
However, as an example of methodology, it is almost a model of economic- 
demographic analysis; in substantive terms it will be necessary reading for 
anyone interested in the relationship between population growth and economic 
change. 


Massachusetts Institute of Technology, Center for 
International Studies (India). Bombay, India. 


GEORGE ROSEN 


Le libéralisme économique et les pays sous-développés: études sur V évolution 
dune idée. By Fripéric CLarrMonteE. Geneva: E. Droz; Paris: Minard, 
1958. Pp. 361. 30 sw. fr. 

Dr. Clairmonte has written a scholarly, provocative volume on the relation 
of classical laissez-faire economic theory to the critical need for industrializa- 
tion of the underdeveloped countries of Asia, Africa, and Latin America. He 
characterizes as underdeveloped those countries that lack modern technology 
and the socio-economic superstructure that is built upon that technical base. 
In so doing, he has many precedents, but theoretically he begs the question as 
to what general factors or criteria determine underdevelopment. He believes 
no adequate, general theory of economic growth has as yet been presented. 

With considerable expository skill and an intense dislike of British industrial 
capitalism, Clairmonte portrays “classical economics” from Ricardo to Mar- 
shall and Pigou as an honest rationalization of British middle-class economic 
needs during the nineteenth and early twentieth centuries. He eulogizes the 
strong defense of nationalism, protectionism, and industrialization by Alex- 
ander Hamilton, Matthew Carey, and Friedrich List. List is given the highest 
praise for his attacks upon British economic doctrines, his role in bringing 
the Zollverien into existence, and his interpretation of history as a dialectical 
process. 

As part of his case against the classical economists and their followers, 
Clairmonte gives a devastating account of the harm done to India during the 
eighteenth and nineteenth centuries by British innovations in manufacturing, 
agriculture, and land-ownership. A good deal of this indictment seems sound. 
Yet I think the evidence and analyses of other authorities justify the con- 
clusion that British rule in India brought a differential diffusion of moderni- 
zation: progress in certain key sectors of Indian economy and society, stagna- 
tion or retrogression in certain others, with a net long-term increase in real 
national income that was accompanied by so large a population increase as to 
keep the per capita real income down to either a stationary level or a slow 
rise over many years. Moreover, considerable responsibility for the retarded 


BOOK REVIEWS 439 


economic progress in India rests with the native population of India for having 
preserved institutional obstacles to economic progress and social mobility.* 

Clairmonte demonstrates the intimate relationship among foreign trade, 
foreign investment, and the progress in industrialization of the major Western 
European and American powers in the third section of his book. He admits 
that foreign investments resulted in the increased welfare of Europe, the 
United States, Canada, and Australia. Yet he maintains that western capitalists 
did not tackle the crucial problems or elicit the latent human talents of the 
native populations of Africa and Asia. This time he singles out nineteenth- 
century China as an example of how Western factory goods could come in too 
speedily and injure the handicraft industries of the non-European poor coun- 
tries. Here a mass of evidence supports his main charge. But Western enter- 
prise also did much to modernize China’s industry, transportation, and educa- 
tion and eventually to raise the Chinese standard of living over the previously 
incredible low level.” 

In the last quarter of his study Clairmonte rightly attributes the death of 
laissez-faire as the dominant economic theory and the world-wide spread of 
state-interventionism to the economic, political, and social changes following 
the first world war, the nationalistic rivalries of the 1920’s, and the great 
depression of the ’thirties. He regards the emergence of the Chamberlin- 
Robinson theories of monopolistic, imperfect competition and Keynes’s Gen- 
eral Theory as the Western academic recognition of the inadequacies of classi- 
cal economics in the realms of theory and practice. But he feels that the case 
for state-interventionism in the underdeveloped countries of Africa, Asia, and 
Latin America is far stronger than in those highly developed countries where 
full employment is the main concern of the governments. The crying need of 
the poor countries, in his eyes, is for industrialization, population control, 
national integration, and planning on a physical basis. He believes an enlarge- 
ment of the public sector of these economies is an economic necessity and 
thinks that the governments of these former colonial areas will not welcome 
private foreign investments because these might result in high profits for 
foreign capital and would hinder the drive towards socialism. 

The author is conscious of the difficulties in the realization of his project 
in the Middle East and Latin America from corrupt monarchies and anti- 
industrially oriented aristocracies; yet he is hopeful of progress. I fear, how- 
ever, that there are more dangers arising from his emphasis upon speedy in- 
dustrialization and upon the state as the chief instrument of economic change 
than he is conscious of. State enterprise and planning are necessary, but it is 
equally vital in these regions to build up an independent middle class in 
industry and agriculture if the perils of past despotic governments are not to 


*Vera Anstey, Economic Development of India, 4th ed. (New York, London, Toronto, 
1952), pp. 433ff.; Kingsley Davis, “Social and Demographic Aspects of Economic Develop- 
ment in India,” and D. R. Gadgil, “Indian Economic Organization” in Simon Kuznets et al., 
eds., Economic Growth: Brazil, India, Japan (Durham, N.C., 1955), pp. 263-315, 448-63. 

7 Cf. G. C. Allen and A. G. Donnithorne, Western Enterprise in Far Eastern Economic 
Development (New York, 1954), pp. 241ff and Marion Levy, “Contrasting Factors in the 
Modernization of China and Japan,” in Kuznets, op. cit., pp. 496-536. 
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be revived.* But there are limits also to foreign government loans from the 
rich to the poor nations, and private capital investment will have to be relied 
upon for many reasons, political and economic. I wish that the desirability 
of emulating the Danish producer cooperatives in backward areas had been 
stressed and that the problem of world-trade adjustment between the rich and 
poor countries had been analyzed at greater length.* Nevertheless, we are in- 
debted to Clairmonte for a valuable exploration in the history of economic 
ideas and institutions. 
SmNEY RATNER 
Rutgers University 


Poverty and Capital Development in India. By D. K. RANGNEKAR. London: 
Oxford University Press, for Royal Institute of International Affairs, 
1958. Pp. xii, 316. $6.75. 

A record and appraisal of public and private investment in postwar India, 
Mr. Rangnekar’s study includes four chapters on agriculture, two on industry, 
two on transport and communications, and one each on housing, the level 
and pattern of aggregate investment, investment and progress under the first 
five-year plan, and the investment pattern and priorities under the second 
five-year plan. Chapters dealing with different sectors of the economy are 
chiefly statistical, with theoretical and other argument interspersed from time 
to time. In the much more readable final section, analysis of policy plays an 
increasingly important role, being central to the discussion of the second five- 
year plan launched in 1956. 

Pessimists and critics of Indian economic policy will find much in the book 
to support their views. Thus, with respect to record and prospects: In spite 
of a substantial rise in industrial output per capita, average real income was 
probably still (1957) below the prewar level (pp. 100, 277). Total agricultural 
production appeared to be lower than before the war; the rise in reported 
output in recent years has been chiefly attributable to more favorable monsoons 
and better statistical coverage (pp. 40, 47). Moreover, the rise in the industrial 
production has not brought with it an increase in factory employment. Urban 
unemployment has been growing and population pressure on agricultural land 
has become greater than ever (pp. 80, 104-4, 256). Housing has lagged be- 
hind the growing population in both rural and urban areas; even the cities’ 
middle classes are worse housed than some years ago (p. 180 ff.). There are 
heavy arrears in railway maintenance and replacement (p. 175). If India 
is to break through the vicious circle of poverty, savings must rise from the 
6-7 per cent of national income achieved under the first five-year plan to 
at least 8-9 per cent, a formidable figure for a poverty-stricken country with 
a rapidly rising population (p. 216). 

Rangnekar’s criticisms of Indian policy include: Although the first five- 
year plan rightly assigned first priority to agriculture, it did not draw up a 


* Cf. Karl A. Wittfogel, Oriental Despotism (New Haven, 1957), pp. 413ff. 


*Cf. A. O. Hirschman, The Strategy of Economic Development (New Haven, 1958), 
pp. 185ff and C. P. Kindleberger, Economic Development (New York, 1958), pp. 238ff. 
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“sound order” of specific priorities, understressed transport and communica- 
tions, and put too much emphasis on grandiose, spectacular projects involving 
excessive costs (pp. 26-27, 110-14, 175-77). The second five-year plan, ex- 
pressing the ambitions of India’s “articulate classes,” is much less realistic than 
its predecessor in that it puts even more emphasis on the spectacular, con- 
centrates on manufacturing (especially large-scale, heavy industry), assumes 
a rate of saving that almost certainly cannot be achieved, and relies on a 
degree of foreign aid that Indian policies make quite unlikely (pp. 249-76). 
Instead of pushing nationalization and reform measures intended to introduce 
a “socialistic pattern of society,” the government should concentrate on 
providing the necessary “social overhead capital” (an enormous task in it- 
self), encourage private enterprise to undertake industrial and other invest- 
ment, and so modify taxes and restrictions as to give private enterprise both 
the means and the incentive to move ahead (pp. 117-22, 240-41, 273-75, 
280-81). The private enterprise to be encouraged should include foreign 
as well as domestic business, since India badly needs foreign capital and ex- 
pertise and receives very little under its present program (pp. 225-26, 255). 

Since the book discusses so many problems, it obviously cannot thoroughly 
explore them all. Some of Ranknekar’s rather sweeping condemnations of In- 
dian policy, however, arouse counterquestions. For example: To what extent 
would funds which taxes now channel into public investment otherwise go 
into consumption or forms of investment not especially desired by the plan- 
ners? What policies could India pursue which, in the present state of the world, 
would attract large sums of foreign private capital? As Rangnekar points out, 
this is in part a problem of Indian domestic politics, involving the ambitions 
and sentiments of India’s “articulate classes.” But the task of attracting for- 
eign capital might not be simple even if Nehru were free to shape policy as 
he pleased and were not himself imbued with socialist and nationalist ideas. 

The book’s major shortcoming, an inadequate factual base, is not attribut- 
able to the author: The preface points out that much of the study’s detailed 
information stops with 1951-52, and numerous other passages refer to the ab- 
sence of data and the “guesstimate” nature of some published statistics. So 
long as Indian series remain thus faulty, intertemporal comparisons and judg- 
ments of economic progress or decay must be very broad or highly tentative. 
The folly of attempting precise comparisons between Indian and non-Indian 
levels of real income, investment and wealth is even more obvious, and Rang- 
nekar is cautious when he compares India with other lands (pp. 2-4, 215). 

Henry M. Oriver, Jr. 

Indiana University 


Japan’s Postwar Economy. By Jerome B. CoueENn. Bloomington: Indiana Uni- 
versity Press, 1958. Pp. xiv, 262. $6.50. 

Mr. Cohen’s record of scholarship on Japan makes the appearance of a new 

work by him an event to be warmly welcomed. Readers of his past studies’ will 


* Japan’s Economy in War and Reconstruction, Minneapolis 1949; Economic Problems 
of Free Japan, Princeton, N.J. 1952; as well as numerous articles. 
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not be disappointed in his latest work, Japan’s Postwar Economy which covers 
the decade, 1946-1956, a decade in which Japan staged an amazing comeback. 

In his preface Cohen describes his study as “a brief analysis of the nature of 
and factors responsible for Japan’s economic recovery and of the economic 
problems which confront Japan.” Actually, however, the focus is on the latter, 
the “economic problems which confront Japan.” One chapter is devoted to 
analyzing the recovery, five to the major economic problems before the coun- 
try. Inasmuch as trade is pivotal to the Japanese economy, Cohen spends 
three additional chapters delineating the character of traditional and probable 
future trade relations between Japan and the United States, Japan and South- 
east Asia and Japan and the Communist Bloc. 

The questions which Cohen sees as crucial for Japan are (p. 26): “How to 
produce more food and fewer people; How to employ 800,000 more persons 
each year; How can Japanese export prices be made competitive with those 
of West Germany and of other countries; How can Japan sell a billion dollars 
more of exports abroad; How can Japan achieve stable economic growth with- 
out inflation; How can substantial additional industrial expansion be achieved 
without bringing on recurrent balance of payment crises.” 

He builds his analysis on detailed factual data. (Unfortunately, footnotes 
are at the back of the book so that one is never-endingly turning pages.) Study 
of the data leads him to feel qualified optimism as to Japan’s ability to over- 
come the formidable problems before her. His analysis is persuasive. In only 
one area does his presentation seem to this reviewer inadequate. Energy 
sources are obviously of -critical importance to the argument. Cohen con- 
siders in turn hydroelectric power, petroleum and coal. Japanese coal produc- 
tion has been singularly slow to recover, and he takes as a datum that little 
can be looked for from added output of this industry. Undoubtedly he has a 
good basis for this position but inasmuch as the output of domestic energy 
figures prominently in his analysis, the reasons for the poor recovery and the 
probable poor future showing need to be stated. 

In the reviewer’s judgment, the argument of the book would have been 
clearer if the first chapter “Asia, Japan and the West,” intended to provide 
setting, had been omitted. The chapter is essentially a collection of facts, 
and when one does not have the guideline of an argument, one can get quite 
hopelessly lost in factual data. Further with respect to organization, Chapter 
11, entitled “Countervailing Forces” (contervailing to the reform forces of 
the Occupation), would appear to need another location in the book or it might 
have been given independent status, such as a journal article. In this chapter, 
Cohen paints in broad strokes the institutional framework of the economy the 
contours of which are beginning to emerge now that some time has passed 
since the ending of the Occupation. Inasmuch as this institutional setting 
obviously affects the “answers” which the economy is giving, this chapter 
could well have been placed at the beginning. “Countervailing Forces” does 
not purport to be a comprehensive summing up of Occupation efforts. It treats 
in summary form the demise of the military, the changes in the bureaucracy 
and the zaibatsu and the emergence of labor as a political force. 
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The Appendix contains a most useful reading list on Japanese economic de- 
velopment and current economic problems. Persons who followed events in 
considerable detail during the Occupation period but have not been in a posi- 
tion to keep up with the current literature will find the bibliography on current 
materials especially useful. 

In 1958 there appeared not only Cohen’s book but also G. C. Allen’s Japan’s 
Economic Recovery (London: Royal Institute of International Affairs, Ox- 
ford University Press). Although the two titles would suggest that the authors 
were treating the same subject (and in the same year), actually there is little 
duplication. Cohen’s study is an analysis of future trends; Allen’s work, a sum- 
ming up of developments in the major sectors of the economy, is descriptive. 

Analyzing the possible, probable course of an economy is no small assign- 
ment. All of the fields of economics are called into play. Cohen has performed 
the task with distinction. 

ELEANOR M. HaDLEy 

Smith College 


Zagadnienia socjalistycznej industrializacji Polski. (Problems of Socialist In- 
dustrialization of Poland.) By ANDRzEJ KarpinskI. Warsaw: Panstwowe 
Wydawnictwa Gospodarcze (State Economic Publications), 1958. 
Pp. 239. 

A young Polish economist provides the first assessment of the policies, im- 
plications and results of Poland’s 6-year plan, 1950-1955. Karpinski accepts 
the policy of industrialization on the ground that it ensures a faster possible 
rate of development of the economy than the alternative concentration on agri- 
cultural production; for under Polish conditions the latter would require a 
considerable intensification of agricultural methods, which would itself be 
dependent on an industrial background. Existence of an agricultural over- 
population at the outset of the 6-year plan showed also the need to create 
alternative sources of employment where the marginal productivity of labor 
would be higher than in agriculture. Thus a policy of industrialization serves 
ultimately to raise the standard of living of the population, although, particu- 
larly during the first stages of industrialization, the relation cannot be one of 
direct casuality. 

The 6-year plan achieved a substantial expansion of total production, and 
created a basis for further development. Industrial production rose during 
the period according to Karpinski by at least 120-130 per cent (as against 
170 per cent in the official estimate based on gross production), an average 
growth of 15 per cent per year, which is higher than that of any West Euro- 
pean country. The Polish rate of growth in the production of particular com- 
modities, when compared at an equal stage of absolute production, was also 
higher than that in the Western countries. This achievement was, in Karpin- 
ski’s view, the result of a high rate of investment possible under conditions 
of socialized ownership of means of production, and of a concentration on 
investments in industry to the extent of about 46 per cent of all investments. 
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The basis for further industrial development has been created by an expansion 
of key industries: metalurgical, machine-making and chemicals which between 
them accounted for 51.7 per cent of the total investments in industry. 

Karpinski is not, however, preoccupied mainly with listing the achievements 
of the 6-year plan. In fact, much of his book is devoted to a critical analysis 
of its mistakes and of difficulties encountered. Instead of the heralded increase 
of real wages by 40 per cent, they showed virtually no rise between 1950 
and 1955, while during the period 1951-1953 actually some decline took place. 
The plan did not bring about the results expected partly because of much 
higher costs of investment than those planned: the planned outlays covered 
only 62 per cent of the planned volume of investments. Industrial production 
rose at a rate slower than laid out for it in the economic plan. As causes 
of this inadequate performance, originating partly in too “mechanical a 
transplantation of Soviet experience” to Poland, Karpinski lists the following: 

1. Too high a share of national income was devoted to investment, par- 
ticularly at the low Polish level of income. The share of gross investment in 
national income in 1950 prices rose from 22.7 per cent in 1949 to 38 per cent 
in 1953. Because of the use of regulated low prices for investment goods, the 
actual share of accumulation in the national income might have been even 
higher. 

2. Improper agricultural policy. While a rise in agricultural supplies is a 
precondition of industrial development, the policy of collectivization caused 
serious difficulties and either declines in production or declines in marketable 
surpluses. At the time when the plan envisaged a rise in agricultural produc- 
tion by 50 per cent and industrialization extended the market jor agricultural 
commodities, the policy of forceful collectivization resulted in abandonment of 
farms, virtual elimination of private investment in agriculture, and in land 
being left uncultivated, all this when greater intensification of agriculture was 
called for. New investment in agriculture was thus left solely to the state, re- 
ducing the funds available for the industrialization drive, and causing a gen- 
eral all-round insufficiency of investment in view of the 6-year-plan goals. Kar- 
pinski draws from this an interesting conclusion that in an underdeveloped 
country the solution of the industrialization problem should precede the collec- 
tivization of agriculture. 

3. Unwarranted dispersion of investment efforts, in part due to the need 
for state investment in agriculture, and in part shown in the pursuance of too 
many investment goals in industry. The plan was originally self-contained, 
embraced a whole investment cycle. Owing to higher than planned costs, to 
additional and unplanned investments in armaments industry, and to a slow 
gestation of new investments many projects on which the plan relied for its 
effects had to be postponed to the following planning period, or even to the 
1960’s, leaving the investment cycle uncompleted. A sample of completed in- 
vestment projects mentioned by Karpinski shows an average delay of about 
two years. In practice completion of an investment project brought also smaller 
than its planned performance. Karpinski demonstrates that the gestation 
period of investments was longer in Poland than in the Western countries, 
and he places the blame for this outcome upon lack of sufficient concentration 
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of the investment effort and the harmful procedure of uniform reductions in 
investment funds allocated to a large number of projects, rather than greater 
concentration of investable funds. He also blames excessive bureaucratism 
which limits the initiative of investors, an acute scarcity of construction ma- 
terials, and a low standard of organization of investment work. 

4. Excessive concentration of investments in heavy industry. Within the 
price system implicitly accepted by Karpinski, characterized by low prices 
of producer goods, the economic effectiveness of investments, measured by the 
value of investment necessary to bring about a unit value increase in annual 
production, was lowest in heavy industry and highest in consumer goods in- 
dustries. As the result of faulty planning and of the armament drive actually 
over 85 per cent of investment funds devoted to industrial development were 
directed to heavy industry, at the cost of development of consumer goods in- 
dustries. 

5. Excessive reliance on the construction of new establishments, instead 
of the enlargement of old ones which, on the average, showed greater economic 
effectiveness. Exceptions to this general observation constitute enterprises in 
which technological considerations make expansion of existing plants difficult 
(e.g., steel mills), or enterprises which use rapidly changing technology. 

6. Errors in employment policy, consisting in (a) locating new establish- 
ments in labor-deficit areas, (b) precipitating a decline in handicraft and cot- 
tage industries, suited to small localities which had characteristically a surplus 
of labor, (c) causing too rapid an outflow of labor from agriculture to industry, 
with adverse social and economic effects, and (d) using extensive methods in 
raising the level of total production, rather than striving to increase the pro- 
ductivity of labor. Karpinski shows that in many new plants labor productiv- 
ity was substantially below that in old plants. 

7. Faulty premises employed in the development of foreign trade, pri- 
marily to the effect that the importation of raw materials would decrease 
with progressing industrialization, that the increase in exports could rely on 
agricultural products, instead of on a broad export program, and that equili- 
brating of the balance of payments could be achieved through an extensive 
anti-import program rather than through the development of exports. 

The area of Karpinski’s study is broad, his statistical coverage adequate, 
and his discussion illustrated by many revealing examples. His discussion of 
the errors of the 6-year plan leads him to the formulation of useful proposals 
for future economic policy, while he at the same time avoids doctrinaire 
thinking. Some of Karpinski’s conclusions run parallel to changes in the eco- 
nomic policy embodied in the current 5-year plan. Karpinski uses, naturally 
enough, official Polish statistics which sometimes yield different indicators 
than Western concepts and statistical methods, and he displays too uncritical 
an attitude towards the official explanations of economic phenomena (e.g., un- 
employment statistics), but in the main his analysis and conclusions are the 
product of a thoughtful effort to explain the immediate past for the benefit 
of the immediate future. 

BocpAN MIECzKOwWSKI 


Columbia University 
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Finansy i sotsialisticheskoye stroitel’stvo, 1917-57. (Finance and Socialist 
Construction, Collected Articles.) Moscow: Gosfinizdat, 1957. Pp. 357. 

The book under review, published to commemorate the 40th anniversary of 
the Soviet regime, includes 7 articles. The introductory and basic article, 
“Soviet Finances for 40 Years,” presents a general picture of the develop- 
ment of the financial system of the USSR. This article is of particular interest 
because it presents and discusses figures pertaining to the military budget of 
the Soviet Union. It gives an idea of how grossly perverted are the Soviet 
data on military expenditures. It is well known that the published Soviet 
budget presents only the direct military expenditures, listed under the Ministry 
of Defense. These have decreased from 108.8 billion rubles in 1952 to 96.3 
billion rubles in 1958, while their relative weight in the total budget decreased 
from 23.6 to 15.3 per cent. By comparison with countries of Western Europe 
and the United States, the proportion of the budget in the USSR destined for 
military use is extremely low. 

Actually, however, both the military expenditures and the percentage they 
constitute of the total budget of the Soviet Union are considerably higher, 
being in large part included in other sections of the state budget. We do not 
know precisely how large are the concealed expenditures slated for military 
purposes. We do know, however, that they exist under such headings as 
education, various economic and socio-cultural undertakings, or simply under 
“other expenditures.” For example, prior to the second world war (1937-40), 
of the total amount of capital investment allotted for industrial development, 
about 30 per cens went into war industries (aviation, ammunition, armament, 
etc.). 

Increasingly large sums are being expended on atomic and other scientific 
research. Although these activities are directly associated with military po- 
tential of the Soviet Union, the necessary funds are included under the gen- 
eral heading of “scientific research.” During the past 18 years the budget 
for this category increased from 1.1 to 15.0 billion rubles, or from 0.6 per cent 
(1940) to 2.4 per cent (1958) of the total state budget. 

Another important factor is that in the Soviet Union there is but one budget 
that covers the needs of a Union Republic (the largest administrative unit) 
as well as the budget requirements of a rural Soviet. It includes many ex- 
penditures which have no place in a national budget of other countries, such 
as the financing of various economic and commercial undertakings. Once this 
factor is taken into account, the 1958 military expenditures of the USSR (ex- 
cluding the budgets of the Union Republics) amounted not to 15.3 per cent 
but perhaps almost triple this amount. 

During the past 8 years, any decrease in the stated military expenditures 
of the Ministry of Defense of the USSR may have been matched by an in- 
crease in concealed military expenditure items, or simply by a decrease in the 
purchase price of armaments and military equipment. Although we may only 
presume that this is the case, it is important to remember these peculiarities 
of the Soviet financial system. 

The next 3 articles discuss the role of finance in the development of Soviet 
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industry, agriculture and the socio-cultural fields (education, science, medi- 
cine, social security). The fourth article stresses the increasing role of the 
budgets of the Union republics, since the adoption of the reforms which 
placed a large share of the administrative responsibility for industry and con- 
struction directly on the Union Republics. Of the two final articles, “Monetary 
System of the Soviet Government” and “International Currency and Financial 
Relations,” the latter is undoubtedly of greater interest, since it includes the 
latest data on the allocation of loans and credits by the Soviet Union. 

Theoretical questions, such as price formation and price policy in a planned 
economy, interrelationship between the budget and national income, and 
other aspects of Soviet finance are either omitted or discussed very superfi- 
cially in these articles. Soviet publications concerned with social problems 
usually are of little interest and value. This book is no exception. 

T. SosnNovy 
The Library of Congress 
Washington, D.C. 


Economic Systems; Planning and Reform; Cooperation 


System jugoslowianski z bliska. (The Yugoslav System at Close Range.) By 
WLopzimiErz Brus and Szymon JAkuBowicz. Warsaw: Polskie Wy- 
dawnictwa Gospodarcze, 1957. Pp. 78. 

In December 1956, a group of Polish economists spent several days in Yugo- 
slavia, apparently in order to find out as much as possible about the Yugoslav 
economic model and its possible application to Polish conditions. Two of the 
participants have published their impressions in this small volume, the first 
part of which treats the system as a whole, with the second part concerned ex- 
clusively with the problem of workers’ councils. The volume was written ex- 
clusively for Polish consumption soon after the political upheavel in October 
1956. 

The author of the first part, Professor Brus, is at present one of the lead- 
ing spirits in the campaign to liberalize the Polish economy. With minor 
reservations, he does not hide his admiration for the Yugoslav model, and he 
devotes by far the largest part of his section to description of the mechanism 
of the Yugoslav central economic plan. Unlike the detailed plans of the Soviet 
bloc countries, the Yugoslav plan contains only a set of targets to be eventually 
realized as a result of economic processes generated by a combination of meas- 
ures chosen by the planners. The means employed include differential deprecia- 
tion, interest, and turnover and income tax rates, allocation of profits in 
enterprises, wage scales and distribution of investment funds. The independent 
enterprises must then work out their own plans based on these data. Brus 
emphasizes that the system does not “subject the economy to spontaneous 
market processes.” The plan provides the general framework within which the 
individual enterprises are free to choose alternatives. The choice is not ab- 


*For a recent description of the Yugoslav economy see “Economic Planning and Man- 
agement in Yugoslavia,” U.N. Econ. Bull. for Europe, Nov. 1958, 10 (3). 
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solutely free since the system of economic incentives embodied in the plan 
creates sufficient pressure upon the enterprises to make their plans comply 
with the central planners’ preferences. 

It is this lack of rigid centralism and of direct controls that appeals 
mostly to Brus. He realizes that any socialist economic model must somehow 
combine central planning with the decentralization and freedom of choice. 
In his opinion, the Yugoslavs manage to connect both elements in the right 
proportion, leaving enough freedom to the enterprises to operate on their 
most efficient level and yet preserving enough control to eliminate any 
tendency towards monopoly. Enterprises can select their own suppliers, both 
at home and abroad, and plan their operations on the basis of market de- 
mand. Brus is particularly impressed with the foreign trade policy and with 
the fact that the level of domestic prices is not completely divorced from world 
prices, as it is in Poland. At the end of 1956, all prices but those for some 
basic foodstuffs and for important producer goods were apparently the out- 
come of free-market forces. 

Brus provides a useful analysis of the relationship between output, profits 
and the level of wages. Originally, worker earnings were entirely dependent 
on profits. This system was soon abandoned because of the great differences 
in profitability among enterprises and consequently in earnings in the same 
occupation and industry, and because of the existing inflationary pressures. 
Since then, wages have been divided in two parts of which only the smaller 
part is determined by profits. Basic wages are quite rigid, wage differentials 
are very low and work norms are revised drastically every few months. Ac- 
cording to Brus, this system weakens incentives to acquire skills, to increase 
productivity and to get rid of unproductive workers. One interesting point is 
the absence of a tendency to underestimate planned output in order to achieve 
a high rate of overfulfillment and high premiums. Since part of the wage fund 
is connected with profit, it is the final result that counts, and any overfulfill- 
ment of the plan has a relatively insignificant effect on wages. The reverse 
effect occurs in Poland. 

The final part of Brus’ volume deals with his appraisal of the Yugoslav 
model. He tries to answer here the question why, in spite of the measures listed 
above, relatively little progress has been made in certain respects, particularly 
in average consumption per head. He explains this in three ways: First, the 
rapid rate of industrialization, with over one-third of the national income 
diverted to investment, has had the same negative repercussions as in the 
Soviet-bloc countries. Second, the international situation until 1955 caused 
a break-off of commercial relations with the Soviet bloc and forced Yugoslavia 
to spend on defense up to about 18 per cent of its national income. Third, “the 
lack of a correct policy in agriculture” apparently compares very unfavorably 
with the rest of the economy. 

The author specifically disagrees with the Yugoslav policy on only two 
points. He favors fixed prices for producer goods, arguing that violent move- 
ments in these prices are bound to affect the prices of final products, thus 
threatening to destroy the equilibrium in the relatively free market for con- 
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sumer goods. He also comments on the lack of differentiation between indus- 
tries of nation-wide and local importance that results in often irrational 
distribution of investment funds and subsidies. 

Brus ends by listing three elements of the Yugoslav system which he would 
like to see incorporated in the Polish model: the central plan influencing the 
economy not through direct controls but through economic incentives; real 
independence of enterprises; and the system of workers’ councils. For many 
years the Poles believed that a planned economy could only operate on the 
basis of highly centralized controls of the Soviet type, which meant consider- 
ing the Yugoslav model as a “betrayal of socialism.” This opinion, the author 
concludes, was patently wrong. 

The second part of this volume, written by Dr. Jakubowicz, goes over much 
of the ground covered by Brus, in addition to providing fairly detailed study 
of the Yugoslav workers’ councils. His study does not contain any particularly 
useful analysis and can properly be classified as a pamphlet glorifying the 
councils, as was the fashion at the time of its writing. 

The section written by Brus can serve as an interesting, although hardly 
extensive, description of the Yugoslav model, presented in true scholarly 
fashion. It should contribute to knowledge of Yugoslavia not only in the East 
but also in the West. 

ANDRZEJ KORBONSKI 

Columbia University 


Business Fluctuations 


The Relationship of Prices to Economic Stability and Growth: Compendium 
of Papers Submitted by Panelists Appearing Before the Joint Economic 
Committee; Hearings Before the Joint Economic Committee, May 12-22, 
1958. Washington: Supt. Docs., 1958. Pp. xiv, 712; v, 427. $2.00; $1.25. 

In 1957, the Joint Economic Committee of the Congress decided on “a full- 
scale investigation of prices and price-making processes in relation to economic 
stability and growth.” This decision resulted in a compendium of papers by 
47 leading economists published in May 1958. Later that month, most of the 
contributors appeared before the Committee for a series of panel discussions 
of the papers submitted. Despite efforts of the Committee staff to direct con- 
tributions over a broader range of topics, the discussion continually adverted 
to the behavior of the price indices during the 1957-58 recession. In con- 
sequence, the papers—and even more so the panel meetings—furnish an in- 
teresting cross-section of professional opinion as to the unorthodox interaction 
of demand and prices during this period. 

Without too much simplification, it can be said that four viewpoints 
emerged. The first held the continuing increase of prices over the past two 
or three years to be attributable wholly or in the main to forces originating 
on the demand side of the market. This viewpoint considered the proper weap- 
ons for maintenance of price stability to be monetary and fiscal policy, per- 
haps sharpened by greater experience, perhaps (in the opinion of some mem- 
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bers of this group) supplemented by more specific credit controls. Most ad- 
herents to this view foresaw no serious clash between reasonably defined goals 
of full employment and stable prices. 

The second group, although usually in considerable agreement with the first, 
felt that the supply response to increased demand was not simply an induced 
response but also a monopolistic one. This group wanted monetary-fiscal policy 
reinforced by stiffer enforcement of the Sherman Act, and sounded the call 
for “more competition” in order to maintain the compatibility of full employ- 
ment and stable prices. 

The third group, although agreeing with the second that supply-side forces 
demanded attention, questioned explanations framed in terms of simple 
monopolistic conspiracy. They questioned, that is, explanations drawn from 
conventional price theory, preferring to build their analysis around some ver- 
sion of the “administered price” concept. Having accorded more autonomy 
to supply forces, members of this group tended to be more sceptical of the 
ability of restrictive monetary-fiscal policy to maintain price-level stability 
without excessive social cost. 

The fourth group was most openly hostile towards the Federal Reserve’s 
restrictionist policies. The emphasis here was not on structural or institutional 
supply-side features, but on the dangers of a near-obsession with a stable price 
level, in disregard of considerations of equal or greater importance—produc- 
tivity and growth. 

The most forthright analysis of price-level behavior was that of Milton 
Friedman, who argued from a qualified version of the quantity theory: the 
dominant influence on the price level is exerted by the stock of money per 
unit of output. Although conceding minor roles to other factors, Friedman 
argued that there is a close link between money-stock and price changes in 
short as well as long periods; and he gave the money stock the dominant role 
in this relation. But Friedman insisted that there may be a considerable, and 
unappreciated, lag—over a year—before the full effect of any money-stock 
change is felt, thus explaining recent deflationary phenomena in terms of the 
delayed impact of 1956-57 tight money policies. The key to price behavior 
thus lies in monetary policy—but not discretionary policy. Although in general 
approving Federal Reserve policy since 1951, “I am myself inclined to believe 
that in our present state of knowledge and with our present institutions, even 
this policy has been decidedly inferior to the much simpler policy of keeping 
the money supply growing at a predesignated rate month in and month out 
with allowance only for seasonal influences. . . .” 

If the money stock exerts its influence over prices by being spent, then pre- 
sumably this is a Group 1 or demand-side interpretation (although this 
designation is the reviewer’s, not Friedman’s). Excess money demand was 
stressed also by Friedman’s colleague, C. F. Christ. But Christ did not 
advocate nondiscretionary policies; on this point, O. H. Brownlee seemed al- 
most Friedman’s only supporter. Herbert Stein concurred with Friedman to 
the extent of attributing recent price-level rises to a lagged supply response 
to earlier demand. 

Arthur Smithies foresaw serious danger of an unrestrainable price-wage 
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rise mainly in an overambitious attempt to guarantee full employment; oc- 
casional minor recessions, presumably inevitable even with the best of mone- 
tary-fiscal policies, would thus furnish the most effective check. The Group 2 
contributors, such as Neil H. Jacoby, showed greater concern over demand- 
originating inflation. Jacoby’s anti-inflationary program demanded (in addi- 
tion to more effective monetary-fiscal policy) vigorous antitrust enforcement, 
gradual withdrawal of government price-fixing and price-support programs, 
and lower tariffs. G. W. Ensley, E. G. Nourse and G. L. Bach all stressed 
the maintenance of competition via antitrust enforcement. But S. N. Whitney, 
whose paper analyzed the consequences of a series of past antitrust convic- 
tions, found little evidence of any significant change in price behavior attribut- 
able to a conviction. R. A. Musgrave considered any thought of a return to 
competition, as an anti-inflationary device, utterly unrealistic. 

The most provocative viewpoint offered was probably that of M. J. Bailey, 
who insisted that administered prices are practically nonexistent in the un- 
regulated sector of the American economy, that the subject is not a proper con- 
cern of public policy, and that Congress ought not to waste time in its study. 
As to the unimportance of administered prices, Bailey had some support from 
his Chicago colleague, A. E. Rees. Unfortunately, Rees was not present when 
this support was most needed, at the panel discussion when Senator 
O’Mahoney, who appeared to regard the Bailey viewpoint with something less 
than unqualified approval, gave voice on the subject. A later panelist summed 
up Bailey’s argument as “both moderately right and substantially wrong.” 
Part of this argument, sometimes overlooked, was that an administered price is 
something different from a simple monopolistic price. In this, Bailey was iden- 
tifying himself with Group 3 rather than Group 2, and he may well have been 
more than moderately right. But in then adding that monopoly prices are im- 
portant, administered prices unimportant, he returned to Group 2. 

The most comprehensive Group 3 argument was that of Gardner Ackley, 
who interpreted recent price behavior as a by-product of jockeying for income 
positions as between labor and capital. Ackley insisted that account must be 
taken of the administered-price phenomenon, and that “mark-up inflation” is 
an intellectually respectable form of analysis. Administered prices are to some 
degree insulated against market demand forces, and to this extent can live a 
life of their own. Althought he insisted that mark-up inflation is more than 
simple cost-push inflation, Ackley’s argument seems consistent with points 
made by Ruth P. Mack and subsequently cited in several panel discussions. 
Mrs. Mack observed that most crude-materials prices still fluctuate freely, 
but that prices beyond the crude-materials range seem to work on a ratchet. 
An increase in raw materials prices sends succeeding prices up. But an in- 
creasing accumulation of overhead costs relative to direct costs in fabricating 
industries provokes a fear of price reductions; hence fabricated-good prices 
do not fall when raw materials prices fall. Strongest support for the Group 3 
position (although with differences in emphasis) seemed to come from those 
who had been involved in statistical or other empirical price-involving work: 
Mrs. Mack, J. W. Kendrick, B. G. Hickman, R. F. Lanzillotti, and A. R. 
Oxenfeldt. 
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No deep conflict between Groups 3 and 4 was necessarily involved, save as 
to the points most in need of emphasis, and several contributors took inter- 
mediate positions. The Group 4 leader was Richard Ruggles, who argued that 
price indices and unemployment figures are seriously inadequate as all-around 
measures of performance. Ruggles felt (as did many participants) that the 
inability of the Consumer Price Index to take full account of quality improve- 
ments means that it must overstate the true degree of price increase. The in- 
creasing proportion of overhead labor (supervisory and technical) whose em- 
ployment continues even when output drops means that unemployment figures 
fail to reveal the full extent of output loss. Despite technological change and 
expanded capacity, there have been significant increases in output per man- 
hour in only two of the past five years. Denying the argument that a mature 
capitalist country must submit to a relatively low growth rate, Ruggles argued 
for increased investment in productive plant and equipment and an emphasis 
on growth. The much-praised automatic stabilizers choke off rises as well as 
falls—“we are in fact in the position of being strangled by automatic stabi- 
lizers.” Continuation of present behavior would mean that “any growth that 
is achieved must be crowded into a small space of time; all the rest of the time 
will be recession, recovery from recession, or levelling off prior to going into 
recession.” In answer to those who fear that increased investment demand 
would add fuel to already-burning inflationary fires, Ruggles pointed out (as 
did some others) that high productivity is an anti-inflationary counter to the 
increasing wage demands that may prevail in any circumstances; and high 
productivity comes when the economy operates close to capacity. 

Virtually all contributors paid at least lip-service to the goal of price stabil- 
ity. Some viewed the prospect of secular price increases with alarm. Others, 
Ruggles included, found it tolerable—not desirable, simply tolerable in com- 
parison with the alternatives to price rise and their consequences. Estimates of 
tolerable increase seemed to range from 1 to 3 per cent annually. Several 
Group 3 or 4 economists felt that some form of public administrative body 
might be needed to deal with wage-price problems. Ackley tentatively sug- 
gested a “watchdog commission.” A. G. Gruchy proposed a “negotiational- 
consultative body” along Scandinavian lines. Abba Lerner advocated a body 
possessing more explicit powers: an agency to furnish administered regulation 
of administered prices. 

An arbitrary squeezing of viewpoints into four pigeonholes may do injustice 
to individual participants; yet it serves to illustrate agreements and disagree- 
ments. As to the broad area 0” disagreement, two points seem noteworthy: (1) 
In the main, these are not normative disputes, conflicts as to the proper goal to 
be pursued. They are disputes as to the way things work. (2) They concern 
a topic which has been the traditional preoccupation of economists for over 
a hundred years: price. It would appear that there is analytic work still to be 
done in the analysis of price determination and price behavior. 

RoMNEY RosBINsoN 
Brandeis University 
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Can Inflation be Controlled? By Harotp G. Moutton. Washington: Anderson 
Kramer Associates, 1958. Pp. xii, 302. $4.95. 

The cbjective of this volume, in the words of its author, president-emeritus 
of The Brookings Institution, is “. . . a thorough-going reappraisal of the 
forces responsible for changes in the general level of commodity prices” (p. 8). 

Dr. Moulton starts with a review of the state of confusion extant on the 
subject of prices and money. In spite of the inroads made by the income ap- 
proach, most textbooks deal with the price level as a monetary phenomenon ex- 
plained by some version of the quantity theory. Economists, senators, mem- 
bers of the Board of Governors and others serve up explanations of inflation 
which range through such causal elements as the abandonment of the gold 
standard, trade unions, government deficits, demand-pull, cost-push, and debt 
monetization. 

Moulton finds that most of these explanations neglect the way in which 
money comes into existence. Goods and money are integrally related and one 
cannot increase without the other. The thesis of this volume is that price 
changes must be analyzed through the forces that increase or decrease the 
ratio between factor costs and output. Rising costs are the only factor which 
exerts pressure toward higher prices. Prices are set on the basis of costs es- 
tablished before goods come into the market. 

The adherents of the demand-pull explanation of inflation, the author finds, 
are on very weak ground. An examination of the differential behavior of 
wholesale and retail prices demonstrates that the pressures come first on 
basic raw materials, and are transmitted by costs, not by demand. 

The author finds support for these views in an examination of price be- 
havior in such diverse experiences as the American Revolution, the Civil War, 
the French Revolution, the period following the first world war in Germany 
and both world wars in the United States. Further evidence, both analytical 
and statistical, is set forth in an appendix which makes up almost half the 
book, where the author examines such matters as the early quantity theory, 
Irving Fisher, and various attempts at statistical verification of the relation- 
ship between the price level and the quantity of money. 

Moulton argues that long-term peacetime trends in the price level are 
shaped primarily by the cost-increasing effect of upward changes in money 
wages rates and the cost-reducing impact of improvements in productivity. 
Only if the latter exceed the former can there be price stability. Efforts to 
balance government budgets, to control interest rates, or influence the quan- 
tity of bank reserves will have little or no effect in the absence of a balance 
between wage rate increases and productivity. The only way to control infla- 
tion would be to control wage negotiations, but this would violate forces 
that “. . . are an inherent part of the private enterprise system” (p. 179). 
Both rights and human interests are involved, and, it may be inferred, in 
Moulton’s view these are more important than the resulting inflation. The 
book ends with the hope that labor, management-stockholders, and consumers 
will all share equitably in the gains of technological progress. 
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In spite of an over-brief treatment of a great many significant points, this 
book is a contribution to monetary theory. At a minimum it is a useful offset 
to those who have recently become enamored with the rediscovery of money. 

JessE BURKHEAD 

Syracuse University 


Money, Credit and Banking; Monetary Policy; Consumer Finance; 
Mortgage Credit 


Gosudarstvennyi bank SSSR: Kratkii ocherk k sorokaletiiu Oktiabria (The 
State Bank of the USSR: A Brief Outline on the Fortieth Anniversary of 
October.) By V. F. Popov and others. Moscow: Gosfinizdat, 1957. Pp. 
254. Rbl. 9.35. 

Since the annual flow of Soviet publications on money and banking and 
related matters is large, interest attaches to this particular volume chiefly 
because of the circumstances under which it appears. This is, in effect, an 
official history of the State Bank (the principal short-term lender and principal 
source of money creation in the Soviet economy). Its authorship is credited to 
a group of the Bank’s employees, writing under the direction of V. F. Popov, 
chairman of the Bank. As its subtitle indicates, it is published in commemora- 
tion of the October Revolution. It appears at a time when secrecy has been 
relaxed for sectors of the economy which would seem vastly more sensitive 
than that of banking. All’of these circumstances suggest that the publication 
of this work could have provided the occasion for the release of comprehensive 
quantitative data on the Bank’s operations. 

Disappointingly, and with exceptions to be noted, the occasion has not been 
taken. Rather, like publications in the field for many years past, this work 
consists almost entirely of institutional and descriptive material: the organiza- 
tional structure of the Bank, its lending procedures, modes of rendering pay- 
ments, currency circulation (the chapter on this subject contains most of what 
is said on the Bank’s planning and control functions, which are otherwise 
little emphasized), the Bank’s operations as fiscal agent of the budget, its 
handling of international settlements, accounting and operating procedures, 
etc. Moreover, while the institutional information provided here is handily 
arranged either for a brief introduction to Soviet banking practices or for easy 
reference by the specialist, it is generally available in more extended dis- 
cussions in other sources. 

With respect to quantitative data, it should be first understood that detailed 
balance sheets for the Bank ceased to be published in 1932, complete but 
highly consolidated accounts were published from 1933 to 1937, scattered 
fragments were released until the start of the war, after which scarcely a single 
absolute figure was released until figures for total loans again appeared in the 
early 1950’s. Hence the anticipations which this book arouses and largely— 
though not quite entirely—disappoints. There are some new figures here, 
principally on pages 58-59 and in a statistical appendix. 

Most revealing are several postwar figures for deposits held at the Bank by 


| 


| 
| 
| 
| 


BOOK REVIEWS 455 


enterprises; these are so small as to suggest that the enterprise sector has re- 
mained as chronically illiquid as it was before the war. Figures on deposits of 
collective farms reflect the post-Stalin rise in farm incomes; a single figure 
for deposits of individuals indicates that these remain insignificantly small. 
On the critical issue of the size of the Budget’s deposit holdings, which are 
known to be very large, the source reports merely that balances of “the finan- 
cial-credit system” in 1957 were 11.2 times the prewar level (when loans were 
4.4 times the 1941 level). No new data on currency emission are given here, 
although the Minister of Finance has felt free to report elsewhere, also in 1957, 
that currency at the end of the war was 4 times the prewar level and by mid- 
1949, after the 1947 conversion, was only 30-40 per cent above prewar. Also 
on the liability side, useful figures are given for what are essentially items in 
transit. On the asset side, loans are here shown to have increased by little more 
than 8 per cent from 1941 to 1946, which raises again a long-standing question 
of the source of the wartime currency expansion, beyond that which can be 
accounted for by budget deficits. Extremely detailed data on the distribution 
of the Bank’s loans by purpose and by sector suggest likely explanations of 
recent fluctuations in the volume of loans, including a 22 per cent increase in 
1956 alone, and indicate clearly that the much-heralded changes in lending pro- 
cedures decreed in August 1954 have had little quantitative impact. Nothing 
is said of reserves, capital accounts, or total assets, and no hint is given on 
the handling in the Bank’s accounts of the 1947 conversion or of the inventory 
gains and losses known to have been shifted to the Bank as price levels 
changed. 

In general, the amount of new information given here is large relative to 
that previously released but small relative to that required for a reasonably 
complete understanding of the Bank’s operations. It is enough to be tantaliz- 
ing but too little to be satisfying. Perhaps one should, nevertheless, be thankful 
for small blessings. 

One other deficiency of the volume merits comment: its almost total lack, 
except for some obscure implicit theorizing in the chapter on currency cir- 
culation, of anything which could be called analysis. A few years back, this 
would have been in no way noteworthy. But from some time after Stalin’s 
death, Soviet writers on monetary matters began to raise the kinds of questions 
which present themselves immediately to the Western observer: What criteria 
justify the present division of responsibilities, for financing the economy, be- 
tween the Bank and the Budget? What function is served by the budgetary 
surpluses accumulated as deposits at the Bank? (One reviewer of a textbook 
published in 1956 complimented its author for merely raising the latter ques- 
tion, though surpluses have been run since 1924 and large surpluses since 
1933). What accounted for the inflation that persisted into the late 1940’s? 
The answers offered have been generally faltering and naive, but the reawaken- 
ing of a spirit of inquiry which they indicate is intriguing and even heart- 
warming to watch. That no such spirit is evident in the book at hand may be 
no more than a reflection of its official character. 

RAYMOND P, POWELL 
Yale University 
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Public Finance 


Classics in the Theory of Public Finance. International Economic Papers No. 
8. Edited by R. A. Muscrave and A. T. Peacock. New York and Lon- 
don: Macmillan, 1958. Pp. xix, 244. $6.00. 


This volume is a collection of late 19th—early 20th century contributions 
to the classical problem of public resource use in a fully employed economy, 
which has recently been regaining a central position in public-finance theory 
and policy after a long period of displacement by the problem of stabilizing 
effective demand. All sixteen selections (except one from Edgeworth included 
because of special relevance) are original translations from works of continen- 
tal European writers: ten from the German (including work of the Swedes 
Wicksell and Lindahl), four from the Italian, and one each from the French 
and Dutch. The selections are arranged chronologically beginning with extracts 
by Wagner published in 1883 and terminating with excerpts by Ritschl pub- 
lished in 1931. A 10-page introduction by the editors very helpfully identifies 
and traces the main trends of thought running through the various contribu- 
tions and relates them to the concurrent development of general economic 
thought. 

‘The most interesting and perhaps most significant aspect of the Classics 
is that many of the issues of methodology and policy which concerned the 
contributors are familiar as components of recent discussion. (Cf., for example, 
Gerhard Colm, Review of Economics and Statistics, Nov. 1956; Julius Mar- 
golis and R. A. Samuelson, same journal, Nov. 1955; J. K. Galbraith, The 
A ffiuent Society, Ch. 22 and passim.) Some of these issues and the treatment 
they received one-quarter to three-quarters of a century ago are, in brief, as 
follows: 

1. What is the comparative productivity of normative and positive theories, 
and how construct the latter? Most of the authors in the main do take a 
normative approach. Exceptions are Wagner in his explanation of the growth 
of public expenditures, Stein in his historical treatment of taxation, and 
Goldscheid who vigorously claims public finance for sociology and criticizes 
the cart-before-the-horse approach of setting policy norms prior to under- 
standing the function of public finance in state and society. 

2. Is the indivisibility of public goods—that is, providing for one provides 
equally for all—a centrally important feature? In general, yes. 

3. Are individual preferences the main criterion for allocating resources 
to the public sector? A resounding “No!” from Ritschl, for whom the state 
serves communal needs subjectively felt by competent authorities and by in- 
dividuals who spiritually identify with the community; others must be coerced. 
Montemartini considers the product of government to be not service at all 
but coercion. Barone clearly rejects individual valuation as a basis for taxation. 
Edgeworth and Cohen Stuart, exemplifying the ability-to-pay approach, split 
off tax policy from expenditures and attend exclusively to the former, elucidat- 
ing via marginal utility analysis the implications of minimum, equal and equal- 
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proportional sacrifice for tax-rate progression. Others, by implication affirma- 
tive, are discussed in (4). 
4. Can the quantity of public goods and their cost distribution be such as 


to permit an optimum want satisfaction comparable to that for private goods 
and is there a workable means of attainment? Mazzola, having early intro- 
ns duced the indivisibility feature, argues that quantity consumed not being in- 
ay, dividually variable, correspondence between marginal utility and price re- 
ry quires differential prices (taxation), which he concluded (wrongly) would 
ng eliminate consumer surplus. Whether the equilibrium force could overcome 
led disturbances from the political sphere is unclear. Sax, restating a forty-year- 
n- old position, accepts that taxes should vary with the money-worth of public 
les goods to the individual (whose initial valuation, however, necessitates a 
ch spiritual bond with the community). 
as | In a long and wise essay, Wicksell, responding to Mazzola and Sax renders 
b- | an all-right-in-theory-but-not-in-practice verdict. The individual, whose bene- 
ies fit depends on the payments of others and insignificantly on his own, would 
ju- bid nothing for public goods. Therefore he suggests that all proposals be sub- 
lic mitted in an expenditure-cum-tax form and be adopted only by unanimous or 
approximately unanimous vote. 
cs Lindahl in a rigorous analysis views the evaluation of public goods as an- 
he alogous to private pricing of joint products, the supply schedule of govern- 
le, |} ment services to one taxpayer-demander depending on their total cost and 
r- the proportion covered by others. At equilibrium, the level of expenditure and 
he its cost distribution is determined so that for each taxpayer the marginal gain 
nt equals the marginal cost. The analysis, initially developed in the context of 
sf a community of two taxpayers possessing equal political power but unequal 
| income, is considered extensible to large numbers and in principle valid 
S, for cases of unequal power (but cf. Musgrave, Quarterly Journal of Economics 
a Feb. 1939, and Samuelson, of. cit.). Individual preferences become effective 
h | through the vote and the fact that fiscal decision-makers always take the 
d | viewpoint of some average citizen. 
S 5. Should taxation be used for wealth redistribution independently cf cost 
P- distribution? Edgeworth, yes, but not to the income leveling extreme implied 
by the minimum sacrifice doctrine; Wagner, yes, as part of the social welfare 
S concept; Wicksell, a cautious yes; Lindahl, yes for central but not for local 
government. Wieser, never. 
* o Aside from speculation on the form and substance of intellectual progress, 
€ the primary reaction to the book is one of gratitude to the editors and the As- 
- sociation for making these works available for what is probably the first time 
, & to most economists in the field—including the reviewer. The teacher can cer- 
1 tainly derive much utility from its use as a source of supplementary reading, 


: particularly if he sees pedagogical merit in a development-of-thought approach 
t to the subject. 
MELVIN I. WHITE 


Brooklyn College 
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Public Finance. Edited by R. W. LinpHoLm. New York: Pitman Publishing 
Corp., 1959. Pp. xviii, 798. $7.25. 

This book was written by the Committee on Public Finance which consists 
of 66 professors of public finance from all over the nation and from all types 
of educational institutions. An attempt was made to write a definitive textbook 
in public finance, or certainly one that might be preferred by a majority of 
teachers in that field. While the committee method is not usually considered 
the ideal method by which to write the ideal textbook, the Committee on 
Public Finance has been very successful in integrating the material and pre- 
senting it with clarity, precision, and a common style. Undoubtedly the Com- 
mittee benefited from the experience and criticisms of the earlier Pitman book, 
Money and Banking (1957), written by a 59-man Committee on Money and 
Banking, and reviewed in the December 1958 issue of the American Economic 
Review. 

The emphasis of this book is on balance and comprehensive coverage rather 
than on controversy. Theoretical analysis is combined in proper proportion 
with the practical realities of the subject matter. Yet none of the recent theo- 
retical developments in the field of public finance and fiscal policy is omitted 
or overlooked. 

As for the earlier book, separate committees were established to plan and 
to write each chapter, but each chapter benefited from the mutual criticism 
and cooperation of other members and committees of the project as well as 
from the editorial staff. While the quality of the individual chapters varies 
somewhat, the over-all result is a rather constructive and challenging piece of 
work. 

The book is divided into the following parts: Introduction, Expenditures, 
Taxes and Revenues, Public Debt, Fiscal Administration, and Fiscal Policy. 
The Introduction discusses the financing of the public as contrasted with the 
private sector of the economy, and the role of the government in a market- 
oriented economy. Part II devotes 10 chapters to all of the major federal 
expenditure programs as well as to the general patterns of public expenditures. 
Part III in 9 chapters covers all the important federal, state, and local tax 
sources as well as the criteria for allocating taxes by level of government and 
the subject of shifting and incidence of taxation. Part IV covers the relation- 
ship of the public debt to the money supply and also the economic effects of 
public borrowing. Part V devotes 4 chapters to the formulation, administration, 
and execution of the federal budget, the planning and control of public ex- 
penditures, state and local administration, and intergovernmental fiscal rela- 
tions and problems. The last part in 5 chapters discusses fiscal, expenditure, 
tax, and debt policy, and also the basic patterns and historical evolution and 
application of fiscal policy. 

All in all, the book is thorough, complete, and readable. The data are 
current generally through 1956 and 1957. The discussion questions at the 
end of each chapter as a whole are good. 

The length of the book is not particularly objectionable because parts can 
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if necessary be omitted in the conventional introductory course in public 
finance. Then, too, sufficient material is presented for certain follow-up courses 
in that area. However, a good bibliography at the end of the book, or better 
still, at the end of each chapter or part of the book, would have been of 
distinct advantage to the teacher and especially to the student. 

The book has a number of novel features, only a few of which can be 
mentioned here. For example, Chapter 2 has an excellent discussion of the 
determination of governmental powers and responsibilities, and the distribu- 
tion of these by level of government; Chapter 21, of the desirable size for the 
money stock or supply as it relates to fiscal policy and debt-management 
problems and objectives; Chapter 26, of the direct, indirect, and implied fed- 
eral limitations on the power of state governments to tax. Chapter 29 has a 
unique discussion on the formulation of tax policy for each level of govern- 
ment. 

Needless to state, with 66 co-authors, the book will have many adoptions. 
Apart from that fact however, the book warrants the attention of all serious 
students of public finance and fiscal policy. 

Ervin K. ZINGLER 

University of Houston 


International Economics 


Globe and Hemisphere: Latin America’s Place in the Postwar Foreign Rela- 
tions of the United States. By J. Frep Rippy. Chicago: Henry Regnery 
Co. in coop. with Foundation for Foreign Affairs, 1958. Pp. xi, 276. 
$6.00. 

This is a topical book on what to do about Latin America by a veteran 
student of the area. More exactly, it is a series of brief historical essays that, 
as happens almost always, shows the historian to be more interested in pre- 
scribing for the future than recording the past. The “lessons of history,” of 
course, are what the historians would teach us, history or no history, but it’s 
a pity they do not meet issues head-on, working openly in the light of reason, 
weighing arguments pro and con. The direct approach might at least provoke 
a good debate that unfortunately is not encouraged by any number of asides 
strewn among the interstices of a loosely constructed series of historical 
narratives. 

It is not to be denied, however, that there is some interest in reading the 
various episodes in recent inter-American relations that make up the bulk of 
this book. Its 14 essays include three on past U.S. investments in Latin 
America; two of general scope on our economic aid to these countries; two on 
specific programs of assistance (the inter-American Highway and the canal 
zone projects in Panama and Nicaragua); one on our massive aid program in 
Bolivia; separate chapters on the problems of rubber, sugar, and fisheries; 
an introductory essay on the Western Hemisphere concept; one on cultural 
relations; and a final one entitled “myopic drifting” that returns to the theme 
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of foreign aid along with an obiter dictum on how such aid allegedly fosters 
statism in the receiving countries. There’s something for almost all tastes, 
written in an easy style, and rich in documentation and tabular material. 
Very often a healthy muckraking spirit enlivens proceedings, especially in 
the episodes of Nicaragua and the “rubber-planting fiascos in tropical 
America.” In fact, the author shines in narrating little-known fiascos, but his 
foreign investment chapters, which would ordinarily be of most interest to 
economists, do little more than repeat an oft’ told tale. He would also be more 
convincing were he less ad hominem and more ad rem, treating proposals on 
their merits, not on the supposed motives of their sponsors. 

The author’s main point is that we should keep a place for hemispheric 
commitments within our global ones. At the outset he announces his opposi- 
tion to expending “more energy and larger resources in shaping the destiny of 
the peoples of the Old World than in improving the fortunes of the New” 
(p. 1). To the obvious objection that our national security lies in alliance 
with the Old World, he answers that “Maybe the defense of Europe can 
soon be ieft largely to the most efficient and dependable European nations with 
their intermediate-range missiles. Then the United States could gradually 
resume its traditional policy of emphasis on the Western Hemisphere . . .” 
(p. 239). But maybe not? Surely our foreign policy should not rest on the 
success of one kind of missile. More importantly, he believes that the West- 
ern Hemisphere concept preserves a military basis: “But the Western Hemis- 
phere still serves as the ‘inner fortress.’ Though more exposed and less impreg- 
nable than it used to be, it’is still the inner fortress” (p. 28). Also: “And let it 
never be forgotten that this Western Hemisphere, where our ancestors had a 
chance to make a new start, is our inner fortress and the only base of opera- 
tion we have; that all would be lost if it were weakened beyond repair” 
(p. 200). Of course, all this is very doubtful, but it’s a matter more for gen- 
erals than economists. 

Rippy would support foreign aid only if it were tied exclusively to our 
national security. Hence on aid programs: ‘The programs should be restricted 
to countries of supreme importance to national security, which should be 
their prime, if not their sole, motivation” (p. 230). Again: “Only such ex- 
penditures as are strictly involved in safeguarding the security of the United 
States can truly be described as outlays serving the national interest” (p. 238). 
But this is not to be taken as a plea to multiply aid to the countries of our so- 
called inner fortress: “The conclusion that [what] the hemispheric neighbors 
received in fiscal years 1956-57 was about as much as they deserved in the 
circumstances appears to be justified” (p. 233). The correct policy would 
therefore seem to be a drastic cut in foreign aid whose allegedly heavy burden 
on the taxpayer is indeed deplored several times. Such a line of reasoning 
would also suggest that Rippy is one of the last of the isolationists; in a 
short review one cannot say more than more power to him in challenging ac- 
cepted notions, but his isolated salvos in fact carry little firepower. 

The author is aware that Pan-Americanism means more than military se- 
curity based on propinquity. He writes that “Yet the Western-Hemisphere 
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concept in its full flower seems to have embodied ample common convictions, 
ideals, and objectives to bind the Americas together in a unique practical re- 
lationship. Perhaps the concept was always partly fictitious; but faith and 
trust have a way of transforming fiction into fact” (p. 199). So wishing does 
make it so, after all. Or does it? Who still believes, looking south as well as 
north, that the New World is the home of free government and the Old World 
the mother of despotism? If common political systems were a necessary basis 
for alliances, which is belied by our special relation to Spain and Yugoslavia, 
then our most intimate ties would be with Western Europe, not Latin America. 
Too much is often made of a community of ideals in the Western Hemisphere 
when reality falls short of ideals, by yards in the one case, miles in the other. 
Meanwhile there is a movement under way (in the talk about a “common 
market,” for example) to bring together more closely the twenty Latin 
American countries. This movement has some roots in the past, and it will be 
interesting to see how it prospers in the face of growing American ties across 
the Atlantic. 
THEODORE A. SUMBERG 
Mexico, D.F. 


Financing Free World Trade with the Sino-Soviet Bloc. By Raymonp F. 
MIKESELL and JACK N. BEHRMAN. Princeton: Princeton University 
Press, 1958. Pp. viii, 109. 25¢. No charge outside U.S.A. 

This small volume is the latest in the series of paper-bound Princeton 
Studies in International Finance. While as the title indicates it is concerned 
with the methods by which the “free world” and the Sino-Soviet bloc have 
financed their mutual trade, much of the book deals with the theory and prac- 
tice of bilateral agreements, since this type of agreement has predominated in 
East-West trade. In 1955, for example, 71 per cent of free world-bloc trade 
occurred between countries with bilateral agreements; in 1957, there were 
roughly 240 bilateral trade or payments agreements between these two groups 
of nations. 

What has motivated such a large amount of bilateralism? In the case of 
Western European countries, the bilateral agreements are largely a residue of 
severe currency problems of the earlier postwar period and are declining in 
number. The less-developed “free world” nations have a variety of motives. 
Bilateral agreements with the bloc provide them with opportunities to: dis- 
pose of temporary surpluses of primary commodities; sell in more stable (both 
as to price and quantity) primary-product markets; obtain credits for im- 
port surpluses as well as technical and financial assistance; sell exports despite 
overvalued exchange rates. On the other side of the fence, bloc motivation is 
both political and economic. Commercial advantage has clearly been dominant 
in the expansion of bloc trade with Western Europe—but this expansion has 
become increasingly “multilateral.” In the case of bloc trade with the less- 
developed nations, there are also strong economic factors: the need for raw 
materials; and the opportunity in many cases to obtain these materials in ex- 
change for manufactured goods which might not be acceptable in more de- 
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veloped countries at world prices. Bilateral agreements also provide the bloc 
nations with greater bargaining power in dealing with these “weaker” trad- 
ing partners and also tend to orient the latters’ trade toward the bloc. The 
usefulness of bilateral trade and payment agreements for exerting political 
pressures is, of course, obvious. While the Sino-Soviet countries have not al- 
ways, nor perhaps often, conceived their bilateral trade agreements with the 
political factor in mind, they have used them to some political advantage in a 
number of instances documented by the authors. Special cases of this are the 
series of long-term credits to less-developed nations negotiated in the bilateral 
framework since 1955. 

Much of the raw material upon which this book is based was gleaned by 
the authors from the unclassified files of the Department of Commerce and 
from information provided by the State Department regarding bloc trade 
agreements with other nations. The bulk of the book is devoted to analyzing 
and classifying these data in order to reconstruct the salient characteristics 
of bloc-free world trade. Among other things, the authors cover payments 
agreements, commercial and banking practices, agencies conducting trade, 
pricing practices, trade and commercial practices, and so forth. Their analysis 
is competent and interesting. Of especial interest was the presentation of case 
studies to illustrate generalizations. 

One generalization which particularly struck me, having just recently read 
some Russian materials on the advantages of Soviet-type bilateral trade, was 
that bloc bilateral trade has been both (1) subject to wider fluctuations than 
unplanned trade among nonbloc nations and (2) wide of targets regarding the 
value of trade. Soviet literature leaves the opposite impression on both counts. 

This is a useful, interesting and (in my opinion) unprejudiced empirical 
study in a field in which economists and politicians are too prone to preju- 
diced deductive generalizations. It should be read by everyone concerned 
with East-West trade. It contains, incidentally, in addition to the officially 
listed 109 pages of text, a 145-page unpaginated appendix summarizing the 
agreements of Soviet-bloc countries with the West. 

FRANKLYN D. HoLzMAN 

University of Washington and Russian Research Center, 

Harvard University 


Soviet Economic Aid: The New Aid and Trade Policy in Underdeveloped 
Countries. By JoserH S. Bertiner. New York: F. A. Praeger, Inc. for 
Council on Foreign Relations, 1958. Pp. xv, 232. $4.25. 

A descriptive analysis of what goes on behind an iron curtain of secrecy and 
propaganda is no easy task. And a study which by its nature requires a good 
deal of conjecture, estimation, and guesswork is not without frustration. Yet 
the challenge of such an endeavor must have been attractive enough to invite 
Professor Berliner to write the story of Soviet aid to underdeveloped countries. 
The book deals with Soviet “aid and trade” programs in the Middle East, 
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South and Southeast Asia, Africa, and South America in the four-year period 
between 1953 and 1957. The first half of the study analyzes the rationale of 
the Soviet program and the nature, type, and relative magnitude of the 
Soviet and the Communist bloc commitments. The remainder of the book is 
concerned with an evaluation of the program’s benefits to the Soviet economy, 
the advantageous position of the Soviet Union in this new game of diplomacy, 
and its capability to continue its aid program. Several charts and tables 
provide supporting data on bloc credit and trade agreements with selected 
underdeveloped countries. The bibliography presents a fairly comprehensive 
list of the major works on the the subject. Notable exception: Klaus Knorr’s 
brief but pioneering study, The Ruble Diplomacy. 

According to Berliner the Soviet aid and trade program began in 1953 asa 
result of a major tactical shift in Soviet foreign policy. Until Stalin’s death, 
Soviet policy supported local Communist parties in their opposition to the 
emerging “bourgeois” governments. Western economic aid was denounced 
as a capitalist-imperialist device to exploit the underdeveloped areas. The 
post-Stalin leaders of the USSR, however, discontinued this policy and decided 
to support “bourgeois nationalists” in their quest for rapid economic develop- 
ment, political independence and military neutrality. Underlying this change 
in tactics was an effort to influence foreign policies of the newly independent 
countries of Asia and Africa in favor of the Soviet Union. 

Communist bloc aid to undeveloped countries takes a variety of forms: 
(1) the provision of medium- or long-term (5-20 year), low interest (2-2% 
per cent loans and credits to finance capital-goods imports; (2) technical as- 
sistance in building and installation of industrial plants; and (3) training of 
local technicians and skilled workers for the operation of industrial projects. 
Since, however, the latter types of assistance are normally paid for by the 
recipients, Communist aid is in effect favorable business loans that ought to be 
repaid at a later date. In this respect it differs materially from foreign aid 
offered to the underdeveloped world by the United States. 

The value of Soviet bloc credit agreements with 16 underdeveloped coun- 
tries between 1953 and 1957 is estimated at $1,581 million to be drawn upon 
over a “number of years.” Of this total only $342 million is estimated to have 
been actually delivered between 1953 and 1957. The total Soviet “deliveries,” 
therefore, hardly measures up to the $2,597 million of U.S. grants-in-aid and 
credits actually given to the same countries between 1945 and 1957. Com- 
pared with the total U.S. aid and loans to the entire underdeveloped world of 
some $12.8 billion in the same period, Soviet aid ranks even lower. Three- 
quarters of the $1,581 million credit is extended by the Soviet Union alone, 
and 90 per cent of it is concentrated in five countries: Yugoslavia, the United 
Arab Republic, India, Afghanistan, and Indonesia. The magnitude of the 
bilateral technical assistance agreements between the bloc and aided countries 
is estimated to be about $6.5 million or roughly the same amount contributed 
by them to the United Nations’ expanded technical assistance programs. This 
is to be compared with the U.S. government pledge of $72 million to the 
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same United Nations agency. The total value of gifts offered by the bloc is 
believed to be under $20 million. 

The Communist bloc members consider commercial trade as an integral part 
of their policy of economic aid. Thus, the extension of long-term credits is 
generally accompanied by barter trade agreements. As a result, bloc trade 
with its underdeveloped partners is believed to have risen by more than two 
and a half times between 1953 and 1955. Despite this remarkable increase, the 
volume of commercial trade in 1955 was still below its 1948 level in real 
terms, and lagging far behind the trade of the same underdeveloped countries 
with the free world. Interestingly enough, although the USSR has provided 
the bulk of trade credits, the lion’s share of the expanded commerce has thus 
far accrued to the East European satellites and not to the Soviet Union itself. 
The trade of Soviet Union with all non-Communist underdeveloped countries 
in 1955-56 accounted for only 3-6% of total Soviet foreign trade—a phenome- 
non which is indicative of Russia’s continued fear of dependence on nonbloc 
nations. 

Economically, Russia gains from trading certain kinds of manufactured 
commodities (in which it has comparative cost advantage) for certain types 
of primary materials which it needs. These advantages are now greater than 
they were in the early part of the century for two basic reasons: (1) a change 
in relative cost ratios which has occurred as a result of Soviet industrialization 
in the last 30 years, and (2) the possibility of providing many outlying Soviet 
regions with imports from neighboring countries at lower transportation costs. 
These economic benefits, however, are only a small part of Soviet gains. The 
real Soviet gains from its aid and trade program should be found in its 
“spreading good will” throughout the underdeveloped world and its increasing 
direct or indirect political influence in foreign policies of the underdeveloped 
countries. 

Why has the Soviet Union succeeded in gaining such good will and influ- 
ence with so little material sacrifice? Berliner suggests a variety of political, 
strategic, and emotional factors. Economics, again, plays a minor role. The 
advantage of “novelty” is all-important. The West has no longer a monopoly 
in foreign assistance. Underdeveloped countries can now play Russia against 
the United States. Anticolonial and anticapitalist biases in the socio-religious 
traditions of Asian and African people, too, favor closer affinity with Russia 
than with the West. Attractive terms, absence of apparent political strings, 
barter deals, acceptance of local currencies and commodities, and the ad- 
ministrative flexibility of the Soviet aid machinery are other points in Russia’s 
favor which the United States government should seriously consider in its 
aid program. 

The author considers Soviet capacity to extend economic aid to be fairly 
large, although he does not expect Soviet aid to rise substantially in the years 
to come. Soviet exports to all underdeveloped countries in 1956 amounted to 
only 1/20 of 1 per cent of its gross national product. Even if the Soviet gov- 
ernment were to give underdeveloped countries as much economic aid as does 
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the United States, it would still spend not much more than % of 1 per cent 
of its 1956 national product. Assuming an annual increase of 5 per cent in 
Russian productivity, an aid program as large as that of the United States 
today would absorb slightly more than 10% of the additional annual produc- 
tion. This point, however, should not be overemphasized. Should the aid pro- 
gram be concentrated, as it very well may, on the export of machinery and par- 
ticularly metallurgical equipment, an export program of even modest magni- 
tude will make heavy inroads into Soviet production at least in the short run. 

Soviet Economic Aid is written in a lucid and readable fashion. Combin- 
ing objectivity of treatment and technical sophistication with informality of 
style, the study is of interest not only to professional students of Soviet- 
American economic rivalry, but also to all intelligent readers who are con- 
cerned with this new aspect of the cold war. The real contribution of this 
study to the field of economic diplomacy, however, rests to a large extent on 
the manner in which the author delves into the various facets of his inquiry, 
narrows the range of possible alternatives, chooses likely hypotheses, tests 
them against available facts and statistics, and reaches some important logical 
conclusions. 

JAHANGIR AMUZEGAR 

Occidental College 
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Principles of Finance. By Cart A. DAUTEN and MERLE T. WeELsHaNs. Cin- 
cinnati: South-Western Publishing Co., 1958. Pp. xii, 596. $6.50. 

The authors intend this text for a one-quarter or one-semester survey course 
in finance, covering the finance functions and the principles, institutions, in- 
struments and procedures that have been developed to carry them out. Pre- 
sumably it is aimed at those in schools of business administration who have 
found the traditional course in money and banking unsuitable as a basic 
requirement. The book is divided into six parts. The first four are devoted to 
financing in the private sector of the economy, covering short- and long-term 
sources of funds for business, special areas (agriculture and international 
finance), and short- and long-term sources of funds for the consumer. The 
latter two parts are concerned with the monetary system, including the impact 
of Federal Reserve and Treasury actions and with interrelations between the 
money supply, prices and production. The text is essentially descriptive in 
nature. 

There is no question that in coverage this work is very complete and will 
provide the student with a comprehensive picture of the field of finance. The 
presentation is clear and straightforward; and some chapters, particularly 
those on merchandising and facilitating agencies for long-term financing, con- 
sumer financing, and Treasury powers affecting the money supply, are very 
good indeed. 
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However, in a survey book of this type, emphasizing breadth rather than 
depth of coverage, two very important considerations are (1) organization 
and (2) selection and emphasis of materials. It is in these areas that the re- 
viewer must express some reservations. On the question of organization, setting 
up the business enterprise, the consumer, the farmer and the foreign trader as 
the focus of dicussion may have certain advantages. It certainly facilitates 
the presentation of descriptive material, but it practically eliminates any well- 
rounded analysis of portfolio management in our major financial institutions. 
As one illustration, in the case of the commercial bank, the instructor will 
nowhere find mention of the role played by secondary reserves in maintaining 
bank liquidity. The latter is discussed in less than a sentence (p. 485). 

Just as serious are imbalances in selection and emphasis. For example, com- 
mercial finance companies and factors receive an inordinate amount of space 
in relation to their minor roles as sources of business credit; much more space 
is given to types of insurance policies than to the application of insurance 
company funds (Ch. 11); there is a minimum allocation of space to open- 
market operations, given their importance as an instrument of credit control 
(Ch. 23); the stress in “Financing Agriculture” (Ch. 14) is apt to give the 
student a false impression of the importance of governmental sources of credit 
in this field. Further, though there is considerable discussion of the income 
and financial status of households using consumer credit, there is no analysis 
of differences in the terms and availability of credit to large, medium and 
small business enterprises. 

In sum, a form of organization allowing greater range for analysis, and a 
more judicious emphasis are required to give the student a proper perspective 
of the American financial complex. There is still room for a really adequate 
survey text in the field of financial institutions. 

Epwarp J. CHAMBERS 

Montana State University 


Basic Business Finance—Text and Cases. By Pearson Hunt, CHARLEs M. 
Wit.iaMs, and Gorpon DonaLpson. Homewood, Ill.: Richard D. Irwin, 
Inc., 1958. Pp. xi, 911. $7.00. 

Modern medical schools no longer train students of medicine without 
anatomy laboratories, clinical facilities, and hospital internships. Likewise, 
most law schools of high rank utilize legal aid practice, editorial assignments 
in law journals, and court decisions to educate law students. In strange con- 
trast, schools of business administration generally are not clinically oriented. 
After more than thirty-five years of development, the case method as a means 
for educating businessmen remains highly controversial. Only a single business 
school in the United States has the faculty and other resources to employ case 
material comprehensively. Few other business school faculties have been able 
even to agree on the effectiveness of the case method as an educational 
procedure. 

That progress is being made is shown by the increasing number of case- 
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books in business administration being published. Early casebooks in finance 
were published by Masson and Stratton in 1935 and 1938. Not much followed 
until Hunt and Williams published Case Problems in Finance in 1949. This 
book has passed through two editions and five printings. Still in use, it serves 
different levels of collegiate sophistication from the first course in finance to 
graduate and executive development courses. Despite this flexibility, a num- 
ber of professors have wanted cases of less difficulty. Then, too, a need has 
continued to exist for textual material more closely coordinated with the 
topical outline of the cases. Hunt, Williams, and Donaldson have responded 
with Basic Business Finance—T ext and Cases. 

Of the 893 pages of this big book, 581 comprising 27 chapters are devoted 
to text material and 312 to case material. There are 40 cases, of which the 
shortest is only two pages; yet it poses for students probably the most diffi- 
cult challenge of all the cases, a capital planning or investment problem. The 
longest case, 13 pages, requires a dividend payment decision based on analysis 
of extensive financial data. Ten cases are reprinted from the preceding Case 
Problems in Finance. However, three are revisions and thus constitute differ- 
ent cases. 

After an introductory chapter, the book embraces: (1) the nature of the 
need for funds (4 chapters, 4 cases), (2) techniques for analyzing past and 
current financing (1 chapter, 4 cases), (3) forecasting future needs (1 chapter, 
4 cases), (4) how funds can best be obtained: short-, intermediate-, and long- 
term (8 chapters, 14 cases), (5) capital budgeting (2 chapters, 2 cases), 
(6) markets for corporate securities (4 chapters, 3 cases), (7) government 
regulation (1 chapter, 1 case), and (8) recurring and nonrecurring financial 
problems, e.g., dividend policy, financial difficulties, promotion (5 chapters, 8 
cases). The point of view is that of the chief financial officer of an operating 
company. Primary emphasis is upon financial decision-making and administra- 
tion in a going concern. Secondary consideration is given to the interests of 
the security analyst, private investor, and trade creditor. 

By now enough water has gone over the ideological dam to permit dispen- 
sing with a discussion of the relative merits of the internal operating point 
of view vis-a-vis the social point of view dominant in the traditional book on 
corporation finance. Suffice it to say that social aspects are not completely ig- 
nored. The issues are in the cases even though subservient to operational pro- 
cedures. They can be brought out to an extent depending upon the interest 
and understanding of individual professors. 

Substantively, the text material advocates the so-called funds approach. 
Concepts, generalizations, and procedures are related to discovering sources 
and to planning the uses of funds. The substantive material also supports the 
analysis of cases. Useful background information includes aggregative data 
and descriptions of financial institutions. At a more sophisticated level the 
discussion presents basic ideas on important financial issues. Analytically, the 
cases are more than illustrations for assertions made in the text. Some require 
as a first analytical step identification of problem areas, itself a sticky task. 
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Others state the problem, but require a solution. Still others pose problems but 
demand the clarification of alternatives and a choice leading to a decision. 

Primarily the audience for this book will be students coming to the first 
course in finance, but they should have a basic familiarity with accounting con- 
cepts and statements. Basic Business Finance has sufficient substance to make 
it adaptable for more advanced courses. However, a coming revision of Case 
Problems in Finance with cases to replace those pre-empted by this new book 
is expected to serve the needs of students at levels beyond a first course. 

Instructors who are largely subject-matter oriented will discover that the 
text compares favorably from a topical standpoint with such yardsticks as 
Dewing and Guthman and Dougall. This is not to say that the discussion of 
individual topics is as exhaustive. But it is not the purpose of business finance 
to imitate corporation finance. 

The text is outstanding for its treatment of short-term financing—discover- 
ing needs, locating sources, bargaining for workable terms and negotiating 
contracts. It is equally competent in discussing problems of risk, income, and 
control in relation to corporate securities. In addition the text remedies an 
early shortcoming of business finance in emphasizing short-term at the expense 
of longer-term problems. Firmly encompassed in this version of business 
finance are such traditional topics as the legal pattern of business organiza- 
tions, basic security types, security markets, government regulation, mergers, 
dividend policy, refunding, recapitalization, and business failure. The “some- 
thing new” is represented by chapters on appraising alternative investments, 
and cost of capital. 

This book is not entirely free of difficulties. Discussion of dividend policy 
would become more meaningful if it were recognized that this policy is a by- 
product of asset management and its twin objectives of liquidity and invest- 
ment. Limiting the chapter on mergers to financial implications closes out the 
whole history and importance of antimonopoly policy as an area in which the 
business citizen must live. The appraising of material dealing with investment 
opportunities and the cost of capital requires, especially for beginning students, 
a more carefully presented sequence of ideas and clarification of mathematical 
procedures. The attempt to wed earnings coverage to outlay costs of capital 
confuses most students and may not convince some professors. 

Nonetheless, this comprehensive combination of text and cases makes possi- 
ble the building of a highly respectable beginning course in finance. There is 
enough material to support a full year’s work including, probably, cases for 
examination purposes. The cases are not so unreasonably difficult as to defeat 
students at the beginning. Nor are they simple little examples to demonstrate 
ideas developed in the text. Average students will make progress with the key 
issues. Mature students will go beyond to the secondary and more subtle 
problems in the cases. The strength of this book lies in its essential rightness 
for training students of business administration. 

Kari A. BoEDECKER 
Michigan State University 
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Organized Business in France. By HENry W. EHRMANN. Princeton: Prince- 
ton University Press, 1957. Pp. xx, 514. $7.50. 

Professor Ehrmann, known to most of us as the author of a distinguished 
book on the French labor movement, has now published a companion volume 
on Organized Business in France. The first of its kind, it will be looked to 
with great expectations both by the economist who wants to understand 
France’s puzzling economic development, and by the political scientist inter- 
ested in the nature and structure of political pressure groups on the other side 
of the Atlantic. Neither of them will be disappointed; although each may find 
in this book more information on his subject than he needs and wanted to 
have. But this shortcoming may well be inevitable in a book catering to such 
divergent interests. 

The first half of the book is taken up with a 100-page account of the history 
of business organization from Popular Front days to the Liberation and with 
a 170-page discussion of its present-day structure. This latter part deals, 
among other things, with the relations between the different types of business 
organizations, between the different levels within the same hierarchy of busi- 
ness organizations, and between the bureaucracy of business organizations 
and their member firms. It also deals with the policies and methods of action of 
business organizations as political pressure groups; and it analyzes the social 
origins, educational background, political history, personality, philosophy, and 
position of all the important leaders of organized business. The detailed dis- 
cussion of important and not-so-important events and their background, of 
important personalities and the gray eminences behind the scenes must make 
fascinating reading to a political scientist; they fill one with awe and 
admiration for the author’s wide knowledge and thoroughness; but the econo- 
mist is likely on occasion to lose the thread and his patience and to bog down 
in the welter of names and detail. One is tempted to blame the author for 
giving quite so much detail and for not organizing and summarizing it better; 
although it is difficult to offer constructive suggestions for better organization, 
and much of the detail may well be necessary not only for the political scientist 
but for the economist as well. For the French economy is so complex and so 
fraught with contradictions that its understanding requires much more knowl- 
edge of this sort than does that of, say, the British economy. The student of 
the French economic scene must accept the difficulty of his task even if he 
groans under the burden. 

More easily digestible and more interesting for the economist is the sec- 
ond half of the book, whose over 200 pages deal with the attitude of organized 
business to various economic issues, such as taxation, productivity, nationali- 
zation, cartels, European integration, labor unions, worker participation in 
business management, to mention just the more important ones. At the same 
time, the reader also picks up much incidental information about the attitude 
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to these issues of governments, politicians, political parties, and businessmen, 
big and small; and one is again impressed by the author’s detailed knowledge 
and ability to handle a vast quantity of material. For example, the 20 pages 
devoted to the issue of economic integration give a well-documented account 
of the views expressed by the many officials, committees and unofficial spokes- 
men of different business organizations at various levels and in various in- 
dustries in connection with the parliamentary and public discussions of some 
of the early plans for economic integration, of the European Defense Com- 
munity, of the abortive Franco-Italian Customs Union, of the Coal and Steel 
Community, and of the European Community in general. Readers should have 
no difficulty in drawing their own conclusions from all this material but some 
may object to having to do it themselves. Many economists, I suspect, will 
turn to this volume in the hope of finding authoritative statements on where 
French business stands on a variety of issues. What they will find instead is 
the many tidbits of factual information that form the raw material out of 
which authoritative opinions are made. 
Trsor ScITOVSKY 
University of California, Berkeley 
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The Structure of British Industry: A Symposium. Edited by DuNcAN Burn. 
New York: Cambridge University Press, 1958. Vol. I, pp. xvii, 403; 
$8.50. Vol. IT, pp. xiii, 499; $9.50. 

When the definitive history of the doings of economists during the twentieth 
century is written it will remark on the rise in Great Britain during the period 
1935-60 of a considerable number of economists who concerned themselves 
with, and were extremely knowledgeable about, the structures and workings 
of British industries in their setting in the total British economy. It will be 
noted that both the surge in interest and the transformation in approach were 
dramatic. One of the impressive items in the documentation will be the two 
volumes here under review. A quarter-century ago British industries were 
beckoning to economists, but to British economists industries were out of 
bounds. In Manchester there were stirrings of systematic interest, but else- 
where, except sporadically, British economists were not greatly aroused. To- 
day, this is changed and changing. No British industry needs to feel neglected; 
indeed, none is safe from analysis by British economic analysts who know how 
to analyze. Few of them as yet are confident of their prescriptions, but the 
analysis is vigorous and its quality is high. In this field, at this stage, acknowl- 
edged lack of confidence is one index of competence. 

The present symposium of industry studies—nineteen industries under the 
micro- (and macro-) scopes of twenty-one economists—is one of the best. 
Sponsored by the National Institute of Economic and Social Research, and 
under the skilful editorship of Duncan Burn, the two solid volumes succeed 
notably in giving “an up-to-date picture of the structure of a group of 
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[representative] British industries—the number, size, scope, and interrelations 
of the firms or units within each industry, . . . and their relations with in- 
dustries overseas, and with the government”; and in analyzing “the effect of 
the structure of each industry on its economic performance, its adaptability to 
markets and to technical change, and its contribution to such change.” The 
industries covered are agriculture, building construction, inland road and rail 
transport, oil, chemicals, steel, building materials, machine tool, motor, air- 
craft, shipbuilding, electronics, cotton and rayon textile, woolen and worsted, 
man-made fibres, pottery, pharmaceuticals, and cutlery. 

The studies are packed with pertinent information, but they are not sta- 
tistical digests. Each is an independent unit, and the individuality of each 
writer is quite apparent in his chapter; yet each study makes its own comple- 
mentary, even though quite distinctive, contribution to the whole work. 
Each chapter carries authority, yet each gains in authority from the others. 
The entire enterprise is characterized by functional, if not by formal, unity 
and by firm direction; and the reader is bound to suspect strong influence, 
effectively exercised, by the editor. The suspicion is further supported by 
the presence of a concluding chapter written by the editor (in addition to his 
two industry chapters on oil and steel) which “draws together and discusses 
what is said in the book on some problems of common interest: criteria of 
efficiency, . . . the forms and effectiveness of competition, the functioning of 
very large and of rather small firms, the impact of cartel-like activities, the 
differential effects of the structure of the market for new capital and of some 
forms of taxation, and finally the impact of the State as owner, supervisor, 
subsidizer, and buyer, with special reference to administrative problems and to 
the evolution of price and investment policies.” This chapter entitled Retro- 
spect, taken by itself must surely be rated as one of the most perceptive essays 
on industrial organization to appear in recent years. The total effect of the 
book is to give to the reader not only an understanding of the structure, opera- 
tion and performance of present-day British industry, but to provide him as 
well with some deep insights into the whole fascinating, baffling problem of 
industrial organization in our modern economies. 

It is not possible within the limits of this review to outline and comment on 
each of the nineteen studies and the concluding essay, although each invites 
and is well worth a complete review. It is equally impossible to refrain from a 
few of the observations suggested by the host of ideas which the symposium 
generates and forces the reader to entertain. One is constantly impressed by 
the rich and intriguing qualities of Great Britain as a living laboratory for 
the study of industrial organization. Britain has on display something of 
virtually everything, not only historically but contemporaneously. On what 
other shelves will we find in discrete packages such an array of structures— 
free enterprise, self-cartelized enterprise, government-influenced, government- 
regulated and government-owned enterprise, and all shades of each? And sad 
old enterprises, happy growing enterprises, and leaping new enterprises, all 
in manageable sizes, even the big ones? And in this setting, how easy it is to slip 
into attractive comparisons and spectacular contrasts between different in- 
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dustries, different times and different countries—and how dangerous! 

It is certainly true that Britain offers us the best present contemporary 
laboratory for continuing studies of government ownership in a democratic 
society. Speaking of such studies, it is interesting to detect the typical change 
in approach as we move from analyses of “private” to analyses of “public” 
industries. Part of the difference is due to ingrained attitude, part to opportu- 
nity. Public industries appear as single cellophane-wrapped firms; private 
industries as tangled complexes of individual firms whose variegated wrappings 
tend to obscure as much as they disclose. Public industries belong to “us,” not 
to “them”; every move is a matter of legitimate public concern; every decision 
is made not by the “system” but by an identifiable official responsible to “us.” 
It is quite understandable that the standards of judgment, even those of 
economists, are more uncompromising when public performance is being ap- 
praised than when private performance is being traced through the wilderness 
of the market. We expect private industry to be “workable”; we expect public 
industry to measure up to our formulae and curves. 

Reading Gilbert Walker on “Carriage by Road and Rail” reminds us again 
that of all the problem children of industrial organization transportation is by 
all odds the most intractable. To devise a sensible pattern of public regula- 
tion to superimpose upon the indeterminate mélange of competition, monopoly 
and legitimately vested interests that characterizes the hauling of goods and 
persons by air, road, rail and water simply defies doing and, worse, the attempt 
leaves us muttering to ourselves. We are still aware of no promising proposals 
either for relief of our frustrations or for processes by which relief is likely 
to be found. Next page, please! 

There are other incorrigible problem children on the playground, too: 
how in the case of nationalized or regulated industries shall we establish meas- 
ures of “enough” investment and “enough” output that are sufficiently precise 
to permit us to doze comfortably with our determinations. How soothing it is 
in the case of unregulated private industries to leave these troublesome matters 
to the decision of the competitive market—until the quiet is shattered by 
some such categorical proposition as that of Burns: “obviously there is no lack 
of competition among the motor car firms,” and by the equally categorical 
assertion that the effectiveness of competition is to be tested by results rather 
than by industry structure. What do we really know about competition as an 
economizing force, and what do we really know about the motivating, measur- 
ing and guiding power of profit and loss as essential constituents of the com- 
petition concept? Can competition which, as a matter of policy is held “in 
check” by “competitors” or which is permitted by them to influence only 
quality and service, but not price, be equated with economizing competition? 

If, as strongly suggested in this book, our theories of competition do not fit 
the facts, it will behoove us either to discover and name the economizing forces 
which have demonstrably taken the place of competition, or to devise forces to 
play the role which hitherto we have assigned to competition. It will not do for 
us to assume, on the basis alone of “performance” in an inflationary, expand- 
ing, war and cold-war-stimulated economy that everything will be all right 
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if we don’t look too closely. Economizing is society’s business, and society will 
do well to discharge its responsibility to itself in this regard if free men are to 
continue to set the conditions and mold the shape of their freedom. 

On a reminiscent note, it is pleasant in this book to encounter some old 
acquaintances—the restrictive price and production schemes of the ’thirties. 
Some of them are still walking the streets, sturdy and bold as brass, some are 
hiding out from the Monopolies Commission, and some are just sitting out 
their ineffectual lives on park benches. It is interesting to speculate on just 
how justified some of us were to be so disturbed over their earlier antics. Of 
course, some of the more assertive of the clan, such as the arrangements in coal 
and steel, have in the meantime become canonized; and this leads one to 
wonder about the real significance of the tug-of-war over the political status 
of the British steel industry. Honestly, does it make much difference whether 
British steel is owned privately and regulated by the government with the 
advice and consent of the Steel Federation, or is owned by the government 
and run by its former managers with the advice and consent of the Steel Fed- 
eration? 

All of the above is to say to economists: read The Structure of British In- 
dustry. Read it and weep over the state of our science at its very best. Read 
it and rejoice over your choice of a profession. Nothing is more fun than a 
barrel of economists—if the country can stand it! 

Ben LEwis 

Oberlin College 


Pricing in Big Business: A Case Approach. By A. D. H. Kaptan, Joer B. 
DirtaM, and Rosert F. Lanzittotti. Washington: The Brookings Insti- 
tution, 1958. Pp. xiv, 344. $5.00; paper, $2.00. 

This volume is a companion to the 1954 Brookings study Big Enterprise in 

a Competitive System. The earlier study focused on the quantitative aspects 

of industrial structure, with special reference to the position of big business; 

this one is a detailed examination of big-business behavior, especially with re- 

gard to pricing its output. 4 

The big-business candidates selected for study are 20 well-known corpora- 
tions. Eight have assets exceeding $1 billion; nearly all are among the top 
hundred. All have been highly profitable business ventures. Over the period 

1947-55 the group averaged a 22 per cent rate of return (before federal income 

taxes) on invested capital, and in no year did one of them report a net loss. 

But while all 20 were large and profitable, their most striking similarity 

was the willingness of all to cooperate with the Brookings staff. The largest 

in the group (General Motors) is 40 times as large as the smallest (Carrier 

Corporation). One (again General Motors) earned an impressive 51 per cent 

before federal income taxes; another (Swift & Company) earned a modest 12 

per cent. Some (United States Steel, du Pont, Union Carbide and American 

Can) sell almost exclusively to other business firms; others (A&P and Sears, 

Roebuck & Company) sell directly to consumers. Among the 20 corporations 

the lines of products range from heavy earth-moving equipment to canned 
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tuna; within a single corporation (General Electric), from large public-utility 
generators to lamp bulbs. 

Through interviews, questionnaires, memoranda supplied by company offi- 
cials, and information available in public sources, the authors attempted to 
classify big-business pricing policies according to over-all company objectives. 
The attempt encountered numerous difficulties: company objectives changed 
over time; they differed between new and established product lines and multi- 
product and single-product firms; and objectives articulated by company 
officials were not always consistent with most of the facts of company policy. 
Nevertheless, the authors found sufficient consistency to classify 13 of the 20 
according to three overriding policy objectives: to achieve (1) a target re- 
turn on investment, (2) stable prices and margins, and (3) a desired market 
position. The remaining 7 either priced to meet competition or relied heavily 
on nonprice competition. 

While the classification of individual firms was often arbitrary—a fact read- 
ily conceded by the authors—the study’s principal deficiency appears to stem 
from the approach itself. The predictive quality of microeconomic theory de- 
rives from the traditional assumption of profits maximization. It is perfectly 
clear of course that Standard Oil, International Harvester, du Pont, and 
other members of big business were subject to fewer constraints (public and 
private) in the 1890’s than they are at mid-twentieth century. But while it fol- 
lows that big firms must now seek profits by means which differ from those 
they once employed, it does not follow that firms generally no longer seek 
maximum profits. There is then no strong presumption that profits-maximizing 
is “operationally a less useful” (p. 129) working hypothesis than the set of 
objectives the authors substitute for it. For example, take the 7 firms whose 
pricing policies were assigned to the “target return” classification: 

Actual Rate of 


Target Return Return, 1947-55 

General Motors 15%-20% 24.0% 
International Harvester 10% 8.7% 
Aluminum Corporation 20% 9.7% 
du Pont “a reasonable return” 17.6% 
Standard Oil Company, 

New Jersey “a fair return” 12.1% 
Johns-Manville “at least past level of earnings” 14.4% 
Union Carbide no definite rate 11.7% 


Four of the targets are much too evasive to hit, or indeed for any one to know 
when they have been hit. Two are higher than their respective firms customar- 
ily attain, so the firms presumably are pricing to earn as much profit as they 
can. The remaining firm has consistently earned a rate above its announced 
target, which suggests that the target is not an effective constraint. Moreover, 
all 7 firms produce a wide range of products, which tend to earn rates of re- 
turn that vary inversely with the intensity of the competition with which they 
are confronted. The evidence that profits-maximizing is not operational—or 
not operating—is not convincing. The authors would have made better use of 
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the wealth of materials available to them had they accepted the traditional 
assumption as a tentative hypothesis, and then proceeded to test its validity in 
the light of the constraints on big business they subsequently encountered. 

This aside, the book is highly informative. The material, much of which 
is new and unavailable elsewhere, is organized to illuminate with considerable 
clarity the way big business prices, and this was the authors’ principal ob- 
jective. While the authors do not explicitly set forth the public-policy im- 
plications of their findings, they nevertheless reach a policy conclusion: The 
large corporation, far from residing in that safe and comfortable haven of 
stable prices, steady sales, and assured rates of return, must contend with the 
dynamism of an ever-changing economy by which it is forced periodically to 
re-examine and change its policies. The findings indicate in substance: if one 
can safely generalize that market forces typically do not control big business, 
then an equally safe generalization is that big business typically does not for 
long control the market. 

The volume marks a decade of diligent search for the facts on big business 
by A. D. H. Kaplan, its senior author. It also marks his retirement from the 
Brookings Institution’s staff. It is to be hoped that it does not ring down the 
curtain on Brookings’, or Kaplan’s, published inquiries in this field. The search- 
light of economists, and others, has been turned unceasingly on big business 
since well before the founding of the American Economic Association, but it 
has not yet revealed all the useful facts. 

JessE W. MARKHAM 

Princeton University 


Our Competitive System and Public Policy. By THomAs J. ANDERSON, JR. 
Cincinnati: South-Western Publishing Co., 1958. Pp. vi, 586. $6.75. 

The continuing quest for elusive causes of inflation has now moved into 
the field of monopoly and competition: trust busting, as it were, is fashionable 
again. Accordingly, it is a pleasure to report that Dr. Anderson has written 
an excellent volume that should be on the “must” list of any crusading Con- 
gressman. 

This is not to imply that the book is preoccupied with questions of ad- 
ministered prices, market-sharing and the like. On the contrary, it presents a 
well-balanced treatment of all the traditional areas generally covered in a 
course on the social control of business. But what does differentiate this prod- 
uct is the author’s successful attempt to integrate the body of antitrust ma- 
terial into the general framework of economic theory. 

Typically, the course on monopoly and competition is a problem child in 
curriculum planning. At one extreme the course is structured along the lines 
of a legal study—with undue emphasis on the dates and circumstances of Su- 
preme Court decisions. Theory is all but abandoned as case after case is 
cited in tracing the evolution of one or more of the various statutes. Opposed 
to this is the more recent attempt to set up the course as a study of market 
models, with legal precedents relegated to a few, scanty footnotes. 
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Anderson has avoided both of these pitfalls. If anything his bias is toward 
the institutional: history and the evolution of policy are indeed given their 
due. But these elements are carefully combined with basic economic principles, 
so that the result can be readily integrated into the main body of a depart- 
ment’s offerings. An innovation for this type of book is the author’s inclusion 
of several chapters on the competitive and monopolistic aspects of factor mar- 
kets. In particular, the discussion of organized and unorganized labor markets 
is a model of clarity; the same may be said for the sober appraisal of the 
special problems of small-scale business. In analyzing these and similar matters 
he has chosen to use a descriptive approach entirely: there is not a single in- 
stance of the use of curves or diagrams in the entire book. 

If any one section should be singled out for specific mention it is Anderson’s 
critical evaluation of policy considerations and proposals made by various in- 
vestigatory bodies since 1938. Alluding to the work of the T.N.E.C., the Twen- 
tieth Century Fund (Stocking and Watkins studies), and the Attorney Gen- 
eral’s National Committee to Study the Antitrust Laws (“Committee of 
Sixty”), the author points out that similarity of views rather than conflict 
characterized these three separate reports. Although Anderson does not offer 
any extensive set of suggestions for amending the antitrust laws, he does 
set up a balance sheet of sorts, outlining the major problem areas that continue 
to confront us. 

It is this latter section that would well serve the needs of a fact-seeking 
legislator. For professional economists, the volume would seem to provide 
an excellent text or a fine reference for brushing up on this vital area. 

Rosert A. KAvEsH 

Graduate School of Business Administration 

New York University 


Readings in Industrial Organization and Public Policy. Edited by R1cuarp B. 
HEFLEBOWER and Grorce W. Stocxinc. Homewood, Ill.: Richard D. 
Irwin, 1958. Pp. xi, 426. $6.00. 

This volume, selected by a committee of the American Economic Associa- 
tion, has two avowed purposes: (1) to provide the nonspecialist with a com- 
pilation of the more important articles in industrial organization and public 
policy which have appeared since 1942, and (2) to offer a book of readings 
for graduate courses in the field. 

The articles selected are grouped into five partly overlapping categories: 
the structure of industries and markets; case studies in industrial structure 
and behavior; business practices and market behavior; industrial organization 
and economic theory; and competition, monopoly, and public policy. 

In selecting the articles, the editors decided not to include sections of books, 
proceedings of conferences, and governmental hearings, although they did 
reprint some articles which had appeared in other books of readings. They 
placed a high priority on articles “based on important research and on articles 
developing significant viewpoints on analytical or policy issues,” but a low 
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priority on “articles representing a digest or survey of the literature.” In some 
instances, the editors included papers presented at professional meetings, to- 
gether with the “criticism by formal discussants”; in others, such criticism was 
omitted. 

In comparing this volume with its predecessor, Readings in the Social Con- 
trol of Industry (1942), the editors underscore the changing conception of 
industrial organization and public policy. The older volume, they say, “was 
concerned almost exclusively with policy issues. Several of the articles dealt 
with the governmental problem of regulating prices, a topic omitted almost 
entirely from the present volume,” where the emphasis is on “the characteris- 
tics of markets of few sellers and the policy problems growing out of them. 
Policy problems [in the current volume] are conceived as problems of anti- 
trust rather than problems of government regulation. But as antitrust problems 
they are concerned with an industry’s organization and economic performance 
rather than with traditional legal concepts of antitrust administration.” 

A book of readings is not likely to please everybody, and this volume is 
no exception. Different specialists, depending on their orientation and point 
of view, will inevitably have different ideas on the articles to be included and 
the topics to be emphasized. In fairness to the editors, therefore, a reviewer 
should do little more than comment on the quality of the selections (which 
in this volume is generally high) and on the standards used in making the 
selections. 

My major criticism is that the articles in this volume lack unity and coher- 
ence. The editors are aware of this shortcoming, but attribute it to the im- 
precise boundaries of the industrial organization field and to the great varia- 
tion in the content of graduate courses. This explanation is not entirely per- 
suasive. The editors might well have chosen a few major Leitmotifs—e.g. the 
measurement of industrial concentration, the relation between size and effi- 
ciency, the economic criteria for antitrust policy—and presented divergent 
viewpoints on each. This would not only have made for greater organizational 
unity, but would have also enhanced reader interest. It would have impressed 
on the student the essentially controversial nature of this field and the sharp 
differences of opinion expressed in the literature. 

Some major policy issues which are the subject of current and recurrent 
debate simply do not come to life in this volume. Though Congress, the 
courts, and the antitrust agencies are in constant turmoil over price dis- 
crimination and Robinson-Patman economics; though the economic and legal 
literature abounds with controversy on the subject, there is hardly mention 
of it in this volume. Neither the landmark effort of M. A. Adelman nor that 
of his critics, J. B. Dirlam and A. E. Kahn, are given any space by the editors. 
Administered prices, countervailing power, the role of competition in the regu- 
lated industries are treated, if at all, only in passing. The issues are never 
brought out in bold relief. 

Finally, I must disagree with the editors’ decision to exclude (auto- 
matically) materials contained in governmental hearings. In recent years, 
such hearings have become a favorite forum for the industrial organization 
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specialist. They contain not only important policy pronouncements, but also 
significant research findings of leading economists. The roster of witnesses, 
especially before the Celler, Kefauver, and Joint Economic Committees, 
reads like a “Who’s Who” of the American Economic Association: George 
Stocking, Abba Lerner, Richard Ruggles, Fritz Machlup, George Stigler, 
Ben Lewis, Edwin Nourse, Kenneth Galbraith, Gardiner Means, and many 
others. Some of their statements are contributions fully as significant as the 
articles reprinted in this volume. The source in which they appear should not 
have been determinative of their selection or rejection. 

Heflebower and Stocking have undertaken a difficult and unrewarding task. 
They have turned out a useful volume. The fact that some specialists would 
have used a different organizational pattern or a broader selection base should 
in no way detract from this effort. 

WALTER ADAMS 

Michigan State University 


Land Economics; Agricultural Economics; Economic Geography; 


Housing 


The Dynamics of Supply: Estimation of Farmers’ Response to Price. By | 
Marc NeErtove. Baltimore: Johns Hopkins Press, 1958. Pp. ix, 267. 
$5.00; paper, $4.00. 

Nerlove’s book, The Dynamics of Supply, is on a subject most economists 
abstract from, or at best; talk about with the aid of textbook illustrative num- 
bers. The neglect of dynamics by the profession can be largely explained by the 
difficulty of measuring “adjustment paths,” rather than by the belief the sub- 
ject is not significant. An approach, alternative to Nerlove’s in economic dy- 
namics research is the study of “special situations” in which nondynamic con- 
founding disturbances can be disregarded as quantitatively insignificant. Ner- 
love’s approach emphasizes the use and development of analytical tools capa- 
ble of sorting out dynamic and static components in normally available data. 

This book is of value to persons concerned with economic dynamics defined, 
not as historical change, but with reference to the adjustment paths between 
equilibrium points following a disturbance when all other changes in wants, 
resources and technology are held constant. His analytical techniques need 
not be restricted to problems of supply—they can be applied to problems of 
income and demand as well. Specifically, this book deals with the (1) analy- 
tical problems of elasticity measurement, (2) supply elasticity measurements 
for corn, cotton and wheat, and (3) use of such data applied to forecasting, 
stability conditions and the evaluation of alternative agricultural price support 


programs. 


* Examples of the “special situation” emphasis are: (1) G. K. Brinegar, “Income, Savings 
Balances and Net Savings,” Rev. Econ. Stat., Feb. 1953, 35, 71-74; (2) C. H. Berry, et al., 
“Short Run Effects Following Controlled Price Changes: Skim Milk,” Jour. Farm Econ., 
Nov. 1958, 40, 892-902. An example of the second emphasis is: Milton Friedman, A Theory 
of the Consumption Function, Nat. Bur. Econ. Research, Princeton 1957. 
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The author’s major concern is with the problem of estimation, but as the 
author states “. . . the raison d’étre of such estimation is application.” His 
methodological contribution is centered on the use of distributed lags—relev- 
ant to much of economic research. His substantive findings suggest higher 
long-run supply elasticities than have usually been found. His application to 
policy illustrates, unintentionally I think, what not to do, as well as what to 
do. Chapters 1 and 2 concern theoretical considerations; Chapter 3, the ap- 
plication of this theory to agricultural commodities; Chapter 4 directs at- 
tention to the data and their limitations; Chapters 5, 6 and 7 present detailed 
background data on corn, cotton and wheat production and the accompanying 
government programs; Chapters 8 and 9 present the statistical analyses, with 
applications included as two-fifths of Chapter 8. 

In the balance of this review some of Nerlove’s other publications on this 
subject, along with the comments of others, are footnoted;? secondly, an 
observation on research methodology is noted; and lastly, one of Nerlove’s ap- 
plications to agricultural policy is criticized. 

The distributed lags, both the technological-frictional ones and the expecta- 
tional ones, can be usefully thought of as sophisticated, statistical grab bags 
in that they include a number of unknown elements. The content of these 
grab bags is similar to the content of statements that assert that something 
behaves as if such and such were the case, rather than similar to statements 
based on verified propositions. Thus the usefulness of the elasticity estimates 
will be determined by how well they stand up on the basis of continued test- 
ing—they can not be taken as useful because the underlying propositions have 
been verified. Lest this comment be interpreted to imply that an as if analytical 
procedure is unproductive, let me hasten to add this method has been used 
in the physical scicnces with great success and with a significant measure of 
success in other areas. The pitfalls to be avoided are those of (1) shifting back 
and forth between the two methods inappropriately, thus neglecting to prove 
(more precisely, not disprove) anything, and (2) failure to know when these 
alternative techniques were employed. 

The usefulness of the elasticity magnitudes obtained in this study must be 
evaluated in light of the above considerations. In a small section of Chapter 
8, pages 222-35, Nerlove’s study is extended to cover “Welfare Losses under 
Alternative Price Support Programs” by use of an illustration. Attention is 
directed to the part of his illustration that is a misapplication of his findings 


7(1) Marc Nerlove, “Estimates of the Elasticities of Supply of Selected Agricultural 
Commodities,” Jour. Farm Econ., May 1956, 38, 496-509; also comment by G. A. King, 
509-11. (2) G. F. Brandow, “A Note on the Nerlove Estimate of Supply Elasticity,” 
Jour. Farm Econ., Aug. 1958, 40, 719-22 and Nerlove, “Reply,” 723-28. (3) Marc Nerlove, 
“Distributed Lags and Estimation of Long-Run Supply and Demand Elasticities: Theo- 
retical Considerations,” Jour. Farm Econ., May 1958, 40, 301-10 and “Comments,” 311-14. 
(4) Mare Nerlove, “Distributed Lags and Demand Analysis for Agricultural and Other 
Commodities,” Dept. Agric. Agricultural Handbook No. 141, Washington 1958; also review 
by A. S. Goldberger, Am. Econ. Rev., Dec. 1958, 48, 1,011-13. (5) Marc Nerlove and 
William Addison, “Statistical Estimation of Long-Run Elasticities of Supply and Demand,” 
Jour. Farm Econ., Nov. 1958. 40. 861-80. 
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to agricultural policy. He assumes that the alternative uses of resources can 
be determined from a knowledge of supply elasticities—an assumption with 
which I have no quarrel when the elasticities are derived from and applied 
to situations in which “relatively free” markets exist. The author recognized 
this limitation when he calculated his elasticity estimates on the basis of pre- 
1933 data. He did not recognize this limitation in application when he pre- 
sented some illustrative estimates of welfare losses when output is restricted 
through the use of quotas or direct controls. Supply elasticity estimates are 
used along with other data to compare welfare losses under direct control 
programs, direct payments programs and crop destruction programs. The 
trouble with this procedure, in making welfare comparisons, is that “free 
market” elasticities are not relevant to situations where direct controls are 
used. Resources denied use in the production of usual outputs, because of 
direct controls, may well have productivities near zero in their next best al- 
ternative uses. The productivity of these resources in their next best use will 
almost certainly be lower than that implied by accurate “free market” supply 
elasticity estimates. Useful data on the productivity of inputs released from 
their usual uses, as a result of quota impositions, can be obtained from other 
sources—one of the most direct being the prices of quotas—bootleg, as well as 
legal. 

This volume, along with other literature on the subject, is helping to put new 
life in a much neglected subject that requires a lot of hard work. More publica- 
tions of this sort are needed and should be encouraged. 

GrorcE K. BRINEGAR 

University of Connecticut 


Perspectives on Conservation: Essays on America’s Natural Resources. Edited 
by Henry Jarrett. Baltimore: The Johns Hopkins Press, for Resources 
for the Future, 1958. Pp. xii, 260. $5.00. 

These essays by 23 authors are the effectively edited and revised papers 
and discussions of a forum organized by Resources for the Future and held in 
Washington, D.C., during the first three months of 1958. The forum con- 
sisted of six programs, each with a principal paper and two or three shorter 
discussion papers. 

The six major papers are concerned with a historical retrospect of the 
conservation movement (Ernest S. Griffith), a survey of the role of technology 
in natural resources (Thomas B. Nolan), resource demand and living stand- 
ards (John Kenneth Galbraith), urban growth and natural resources (Luther 
Gulick), the political economy of resources use (Edward S. Mason), and the 
administrative organization of resource development (Gilbert F. White). 

Review of each individual paper and discussion is excluded by the con- 
straint of space. In any event, such detailed reviews do not appear necessary 
because most contributors to this forum have expressed similar views pre- 
viously elsewhere. 

In appraising the volume as a whole, the editor, Henry Jarrett, states in 
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the introduction that the selection of the authors and the grouping of the 
subject matter “made it possible to look at old problems from new angles and 
with fresh eyes and to relate resource conservation more closely with the 
country’s total economy and social structure and with world developments.” 
This and similar statements disclose an unawareness of the pertinent litera- 
ture—not uncommon in the staff writings of Resources for the Future. The 
particular selection of contributions is interesting individually; but it does 
not fulfill the claims and is scarcely a representative sample of the original 
and systematic work that is concerned with resources in the social and natural 
sciences. 

The book under review contains perspectives on conservation not because 
“new angles” and “fresh eyes” are applied in observation, but because a multi- 
plicity of often contradictory views is presented through the six programs, and 
within each program, through several discussions of the major paper. Perspec- 
tive in this sense is the strongest feature of the volume. 

As a corollary, symposia of this kind frequently suffer from a lack of 
systematic thinking through a subject matter. This characteristic is also the 
main weakness of these essays. One may submit that such thinking through 
is the greatest need in the social science aspects of conservation policy. 

S. V. Crrtacy-WANTRUP 

University of California 


Berkeley 


Agricultural Adjustment Problems in a Growing Economy. Edited by EArt 
O. Heavy, Howarp G. Dressiin, Haratp R. JENSEN, GLENN L. JoHN- 
son. Ames: Iowa State College Press, 1958. Pp. xv, 315. $3.95. 


This book is an assembly of papers presented at a conference on “Adjusting 
Commercial Agriculture to Economic Growth” and published under the spon- 
sorship of the North Central Farm Management Research Committee. This 
conference was a follow-up to an earlier one on “Resource Productivity, Re- 
turns to Scale and Farm Size,” the report of which was published by the Iowa 
State College Press in 1956. 

The first paper by Earl O. Heady and Joseph Ackerman deals with the 
income and resources-allocation problem. Its most significant contribution is 
a clear statement of the position of the farmer in relation to national eco- 
nomic growth and the need for the transfer of resources from the farm to 
other segments of the economy. Farmers have made significant contributions 
to an expanding national economy without sharing equally in the fruits of 
growth. In fact the demands for some farm products have declined while 
the costs of goods and services employed by farmers in production have gen- 
erally increased. This has resulted in a cost-price squeeze on the farmer. The 
conclusion is that some resources must be transferred out of agriculture. 

Recent developments in agricultural production are reviewed by Lynn S. 
Robertson and Howard G. Diesslin. The trends in reorganization have been in 
the right direction but too slow. The effects of the transfer of resources have 
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been more than offset by the effects of technological research and education 
upon the productivity of the resources remaining in agriculture. The paper by 
Sherman Johnson and Glen Barton dealing with the effects of research and 
education presents an excellent analysis with suggestions for directing more 
research toward resolving or reconciling the conflict between national progress 
and income improvement for the farmer. 

The prospective demand for farm products in relation to prospective supplies 
is examined by Norman Collins and George Mehren to determine the extent 
to which the growth of population and other sources of potential increase in 
demand might contribute to the solution of the problem. After careful analysis 
it is concluded that total consumption might increase by 40 to 45 per cent in 
the next 20 years; but production, now in excess of consumption requirements, 
is likely to increase even more. The conclusion is that there is no effective 
method of solving the problem through increasing demand. Therefore, it is 
necessary to seek a solution through adjustment of farm production. 

The analysis of the supply function in farm production by Glenn Johnson 
is perhaps the most significant breaking of new ground presented at the con- 
ference. The new ground is in extending the theory and analysis of fixed 
assets in relation to production and the position of the farmer. 

Willard Cochrane presents an interesting paper on some additional views on 
supply and demand including significant comments upon the papers by Glenn 
Johnson and others dealing with demand in relation to supply. 

The internal structure of agriculture is analyzed to determine what reor- 
ganization of the use of resources might contribute to the solution of the prob- 
lem. One suggested solution is to shift surplus cash crop resources to livestock 
production. James Bonnen indicates that only about one-quarter of the annual 
crop surplus could be absorbed in such a shift without serious consequences to 
that industry. He also concludes that taking land out of cultivation is not the 
answer because other resources are readily substituted for land to maintain 
production by increasing yields. Capital also is readily substituted for labor 
in maintaining or increasing production. The conclusion of this analysis is 
(p. 126): “Any effective effort to reduce production must involve the simul- 
taneous transfer of some combination of labor, land, and capital resources to 
nonagricultural pursuits.” 

Reduction in the labor force as a means of solving the farm problem is 
discussed at length. Some agricultural economists consider that shifting labor 
to other cccupations is the best solution to the farm problem. In the first paper 
(by Earl Heady) dealing with this proposal it is noted that in the last 20 
years a reduction of about one-third in labor input has been accompanied by 
an increase of 38 per cent in output. That is, technological improvements and 
the substitution of capital for labor have more than offset the migration of 
labor to industry. It seems clear, therefore, that the rate of migration must be 
increased substantially to be effective in reducing output. 

Among the ways and means of increasing labor mobility discussed by 
D. Gale Johnson are: improvement in the educational facilities of low-income 
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areas, extension of information as to job opportunities, and loans or grants 
in aid of transfers. An analysis by Vernon Ruttan concludes that rural indus- 
trialization and local economic development may make significant contribu- 
tions in some areas but longer distances or geographic mobility are necessary 
to relieve agriculture generally of surplus labor. 

An analysis of current adjustment programs by G. E. Brandow indicates 
that they are not contributing much toward solving the surplus production 
problem. The soil bank has contributed to some extent to reducing the acreage 
of some crops, but price maintenance has encouraged the maintenance of pro- 
duction through increasing yields per acre. It is suggested that the programs 
be revised so as to be more effective in encouraging adjustments of supply 
in relation to requirements at prices that will improve the income position 
of farmers. 

There were also papers presented which dealt with individual and social 
goals in relation to economic growth, the farmers’ social and political psy- 
chology and the value problem in agriculture policy. One paper, by C. B. 
Baker, deals with the relation of the individual’s interest in income to the 
social interest in the national product. A second, by W. R. Parks, emphasizes 
the interest of the farmer in security and deals with the problems of the farmer 
in obtaining political recognition of his interests. Equality of opportunity is 
emphasized by Kenneth Parsons; and he believes that the means of obtaining 
adjustments should be considered as important as the end results. 

In summary the implied long-run objective of this conference was to suggest 
ways and means of eliminating surplus production so that farmers may obtain 
more adequate income in the free market. The objective for agriculture is to 
reduce production to levels in line with current requirements and reduce the 
unit costs of the products. Fewer farmers with larger farms and more extensive 
use of capital could supply the national needs of a growing economy from 
agriculture and receive more adequate net incomes in the free market. 

Desirable adjustments are under way but they are too slow. They should 
be speeded up through research, education and extension services more speci- 
fically directed to adjustment problems. Government financial aid to the mi- 
gration of surplus farm labor is also suggested. The present government pro- 
grams should be revised to be more effective in encouraging and aiding adjust- 
ments, 

The most significant contribution of this book is in bringing together anal- 
yses of various aspects of the agricultural adjustment problem. The several 
participants in the conference have written and spoken extensively in their 
special-interest fields. In this conference an attempt was made to concentrate 
the attention of each analyst on the relation of his special interest to the over- 
all problem of adjustment. The result is a good reference book for economists 
and other students of agricultural economic policy. 


O. C. 
Shepherdstown, West Virginia 
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Introduction to Agricultural Economic Analysis. By C. E. Bisnop and W. D. 
Toussaint. New York: John Wiley & Sons, 1958. Pp. xiv, 258. $5.25. 

The authors’ objective is “to provide a theoretical foundation for use in 
analysis of agricultural economics problems. . . . Economic theory is presented 
in an elementary but rigorous form, and illustrations are developed to show 
the use of theoretical concepts in solving empirical problems.” Written pri- 
marily for sophomores and juniors, without prior exposure to formal economic 
analysis or mathematics, the book includes four sections: (1) economic or- 
ganizations, the nature of decision making, and agriculture as a part of the 
general economy; (2) production and supply, utilization of productive serv- 
ices, cost functions, and a bit on uncertainty; (3) consumption and demand, 
international trade, and long-term and short-term price movements; (4) tech- 
nological influences, population, and income with attention to the low-income 
areas in agriculture. 

Sections 1, 3, and 4 are treated in broad terms and rather lightly. The 
heart of the book, and its main contribution as an instruction vehicle, is in sec- 
tion 2 which constitutes about 60 per cent of the entire volume. Following the 
long-established tradition in agricultural economics, it presents a more detailed 
discussion of what is commonly referred to as production economics than is 
found in most introductory texts on economic principles. Although oriented 
to concepts and analysis, the section on production and supply includes a 
very generous portion of examples selected from empirical studies by various 
researchers in the economics of agricultural production and resource use. 

Another feature of the’ book is its more than usual attention to multiple 
products and uncertainty in production decisions, compared with most intro- 
ductory texts on economic analysis. Although the beginning student is given 
reasonably detailed exposure to short-run production analysis, the treatment 
of long-run analysis will have to be supplemented heavily by the instructor’s 
lectures. 

In contrast with the rather detailed treatment of production and supply 
(at an elementary level, but certainly not rigorous) the explanatory exposition 
of consumption and demand is slim and sketchy. The student is made aware of 
price elasticity and income elasticity. Long-term changes in per-capita con- 
sumption are attributed primarily to changes in consumers’ preferences and 
changes in income. The role of relative prices in influencing changing con- 
sumption patterns is neglected. Cross elasticities of demand with respect to 
price, for example, are not recognized in spite of the evidence that consumers 
do shift among food products in response to changes in relative prices as well 
as in response to changes in income. The discussion of demand will require 
shoring up and fortification by the instructor. 

In terms of market structure, the analytical parts of the book deal almost 
exclusively with pure competition in buying and selling. The student is not 
exposed to the analysis (and problems therein) of alternative forms of market 
structures. Yet, a case can be made that American agriculture is breaking away 
from pure competition, with developments stemming from the growth of pro- 
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curement and marketing cooperatives and the extension of forward and back- 
ward vertical integration in addition to governmental participation in various 
forms. Some interesting and significant examples of and problems in nonpure 
competition may be drawn from the contemporary scene in American agricul- 
ture. But how economists struggle with the analysis of such problems is 
omitted from the book; the authors leave that task to the instructor. 

For an elementary text heavily oriented towards production and supply 
for a firm in a purely competitive environment, the book has much in its favor, 


-particularly the wealth of illustrations to show the use of theoretical concepts 


in analyzing empirical problems. To give the student a balanced introduction 
to agricultural economic analysis, however, the instructor will likely want to 
plug some significant gaps by his lectures and with the use of supplementary 
study materials. 

Hoos 


University of California 


Lesnaia promyshlennost’ SSSR: Statisticheskii sbornik. (The Timber Industry 
of the USSR: Statistical Handbook.) Moscow-Leningrad: Goslesbumiz- 
dat, 1957. Pp. 295. . 

Since 1956 the Soviet Union has released considerable economic information 
in the form of statistical handbooks. The timber handbook is one of the few 
dealing with a specific industry. For the most part, only favorable information 
is reported. Extensive tables describe the large quantity of forest wealth of 
the USSR, and the shift of logging activity from the “timber-deficit” areas 
of the South and West to the “timber-surplus” regions of the North and East. 
Impressive data indicate the manifold increase in total logging and wood- 
products output as well as the growth of logging mechanization within the 
timber ministry. (Since publication of the handbook the ministry has been 
abolished in line with Khrushchev’s decentralization of administration.) Fig- 
ures on the logging labor force indicate the virtual elimination of seasonal 
workers. 

The favorable information presented is, in fact, riddled with statistical un- 
certainties. While outright falsification is apparently absent, the figures are 
frequently used in ways outside the bounds of Western statistical practice. 
For example, important qualitative characteristics of Soviet forests are ob- 
scured. Although total forest area and volume are divided into age classes, the 
important fact that much of the mature timber is small is not indicated. Also 
ignored are the large quantities of waste-wood in the vast stretches of over- 
mature and swampy taiga. Figures on logging mechanization fail to indicate 
that only certain processes have been mechanized and that other processes of 
increasing importance remain completely performed by hand labor. In Soviet 
terminology, the “mechanization of production” has increased while the 
“mechanization of labor” remains low. While figures show the growth of a 
permanent labor force in logging, collateral information from Soviet timber 
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industry periodicals indicates a continuing high rate of labor turnover, much 
of which is interindustry turnover. 

Considerable information of importance is not disclosed. Production costs 
are treated only sketchily. For example, a table is presented showing costs 
in the entire “factory-plant” branch of the timber ministry. Presumably, 
products included range from wood chemicals to yo-yos. Pricing of wood 
products and the policy on stumpage charges are not examined. Such informa- 
tion is absolutely necessary, however, if we are to assess the timber industry 
as a functioning branch of the Soviet economy because the industry is tied 
to the economy by just such centrally determined prices. No data are provided 
on regional or even total forest growth. Understandably, no mention is made 
of the role of “forced labor” in logging, although it must be considered in 
evaluating figures provided on labor productivity. A pervasive and serious 
limitation of the handbook is that only centralized wood enterprises are con- 
sidered (except for figures on total production). In 1957 almost half the log- 
ging output was carried out by “self-suppliers,” i.e., enterprises in steel, food, 
fishing, etc., outside the ministerial apparatus, which require wood in the 
normal course of production but have been unable to obtain it from central 
sources of supply. Nor is any information other than total production figures 
provided on agricultural timber supply, certainly a fact of great importance 
given the natural and institutional vicissitudes of Soviet agriculture. 

Ten thousand copies of the handbook were printed, leaving few for circula- 
tion abroad after domestic requirements had been satisfied. Undoubtedly, the 
handbook is intended primarily to serve the needs of its domestic readers; thus 
to object to the lack of definitions of statistical categories utilized is to quibble. 
No one would accuse the Department of Commerce of obscurantism, e.g., for 
failing to define gross national product or disposable income each time those 
terms were used. Similarly, the frequent conversion of absolute figures into 
relatives may annoy Western readers. Perhaps we should not discount the 
possibility that many Soviet users of the handbook may lack mechanical 
means to perform just such simple computations. The absence of figures on 
self-suppliers and other items of interest possibly reflects weaknesses in the 
data-gathering process. 

Finally, it must be remembered that the text was published to serve Soviet 
interests, but to do so in such a way as to protect the regime from criticism. 
The handbook must be used with great selectivity and restraint if meaning- 
ful conclusions are to be drawn from the data presented. 

W. DonaLp BowLes 

The American University 


Labor Economics 


As Unions Mature:An Analysis of the Evolution of American Unionism. By 
Ricuarp A. Lester. Princeton: Princeton University Press, 1958. Pp. 

xi, 171. $3.75. 
The time is ripe for a study of labor’s “coming of age.” In the thirties the 
prolonged infancy of unionism finally gave way to stormy adolescence. Only 
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in the last two decades can it be said that unions have achieved power, status 
and maturity, but with such maturation has come widespread public demand 
for “responsible” union behavior. 

Lester’s analysis of union maturity is not, however, designed to forge a 
standard against which union performance can be judged. Rather, his pur- 
pose is to evolve a theory of union growth. At the outset he notes the defi- 
ciencies of existing theories of unionism: Hoxie failed to reconcile competing 
forces operating on the union movement; Perlman’s theory is said to be un- 
necessarily static with its focus on job consciousness; and Tannenbaum’s anal- 
ysis is largely historical. In his own “evolutionary” theory he indicates that 
the character and philosophy of unionism are influenced by the institutional 
setting in which the union movement finds itself. In his mind, a “theory” of 
unionism must be sufficiently pliable to explain labor’s adaptation to continu- 
ing changes in the labor market. 

Throughout his study Lester stresses the political aspect of unionism: Union 
success is measured not so much by economic power as in the capacity of 
the union to win certification elections, to be politically sensitive to employee 
needs, and to be politically effective in its relationships with the public and 
Congress. “. . . the theory of union behavior should ultimately extract more 
sustenance from political theory than it has been able to draw from economic 
models based on the theory of the firm” (p. 132). 

The core of Lester’s analysis is the development of a union growth curve. 
In his view, unions at the outset face a hostile and turbulent environment 
and overcome opposition through spirited militancy. A youthful energy and 
crusading spirit infuses the organization, giving it momentum and direction. 
Leadership displays a missionary zeal. Should the permanence of the union be 
assured, however, the aging process begins in two or three decades. The locus 
of union power shifts from the local to the national office; centralization dis- 
courages rank-and-file participation in union affairs and makes possible the 
building up of a political machine. The adjustments of the union member to 
his new union bureaucracy—usually made imperceptibly through time—has 
its counterpart in the adjustment of management to the union. Less and less 
resort is made to strike activity; the mutual interests of the union and manage- 
ment are made apparent (on occasion to the point where the union may not 
secure wage increases equivalent to those possible with the free play of market 
forces). The national office of the union insists on strict adherence to contract 
terms and in one sense becomes an element in management’s control system. 
Ultimately the union disregards its class orientation in its accommodation to 
both management and society. The bargaining process shifts from table-pound- 
ing emotionalism to reasoned analyses of statistics, law and economic theory. 
The union staff specialist assumes additional importance: policy is made from 
the top and is sold, through skillful communications, to the membership. The 
union faces less of a challenge from management, less opportunity (and per- 
haps less need) for factionalism within, less rivalry from other unions. And 
the security of the union makes possible the security of the union officer. 

The material success enjoyed by union officers is a further conservative 
force, Officers acquire the attributes of success and the prestige symbols of 
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management. And with labor’s subsistence needs satisfied, union interests 
becomes diversified. As the union is no longer a microcosm of society but 
rather a substantial cross-section of it, it imbues and is imbued by the values 
of the community. It becomes concerned with the wider and more diffuse prob- 
lems of all society, diluting its provincial “union-only” orientation. 

The total effect of these forces is to reduce the pace of union growth. Bar- 
ring radical change in our economy, Lester sees no increase in real union mem- 
bership in the next ten years. As a test of his analytical framework, Lester 
provides a brief case study of unionism in Sweden and England and follows 
this with a thumb-nail sketch of the Amalgamated Clothing Workers, the 
United Automobile Workers, the Carpenters, the Teamsters and the Mine 
Workers. He finds that the organizational history of unions, both here and 
abroad, fits pretty well into his conceptual framework. Even the youthful 
Automobile Workers’ union displays a few symptoms of this aging process. 

Lester’s analysis is not based on fresh research but is more, as he himself 
describes it, a “think piece,” and is, in reality, a conversational review and 
reflection of his extended study of the labor movement. There is little in his 
analysis that is novel, for it largely represents a synthesis of existing research 
in union government. His task has been largely one of aerial reconnaissance or 
a mapping out of terrain. As such, As Unions Mature provides an appropriate 
point of departure for students planning further explorations of contemporary 


collective bargaining. 


University of Southern California 


Paut SULTAN 


National Wages Policy in War and Peace. By B. C. Roperts. London: Allen 
& Unwin Ltd.; New York: Macmillan, distrib. Pp. 180. $3.50. 

This book is another contribution to the discussion of inflation, its causes 
and the alternative policies for its control, in which economists have frequently 
engaged since the end of the second world war. For the first time, however, a 
comparative study of what has been done and its degree of success in several 
different countries has been made. As the title of the book suggests, Roberts 
examines specifically the relationship between wages policy and the problem of 
maintaining economic stability during both wartime and peacetime. 

The author studies the wage controls and wages policy in Britain during 
the war and under both Labour and Conservative governments, American 
wartime policy and the wage stabilization program of 1950-1952, experience 
in Sweden, Australia, Netherlands and West Germany. And with the excep- 
tion of West Germany he finds that the change in the price level between 1939 
and 1957 has been about the same in each country and irrespective of the 
wages policy. Australia has used a system of compulsory arbitration; Sweden 
a coordinated program of voluntary agreements between national trade union 
federations and national employer associations; Holland has adopted a com- 
prehensive system of statutory wage regulations. Both British and American 
centrally administered wartime wage controls were unable to bottle up infla- 
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tionary pressures. Efforts in Britain by both the Labour and Conservative 
parties to effectuate a national wage policy of “wage restraint” by the unions 
or one of wage controls have been without success in checking the rise in 
prices. Accordingly the author concludes that, “Whatever in theory might be 
said in favour of a centralized system of wage controls, it cannot be said that 
those examined . . . have succeeded in preventing inflation” (p. 160). 

If wages policy cannot check inflation, then what? Roberts argues that the 
root cause of price increases in the countries studied was not “wages rising 
faster than output, leading to an increase in labour costs that is passed on to 
the consumer in the form of higher prices” (p. 161). Rather, increase in the 
supply of money, brought about by the conscious political decision of the 
monetary authorities (p. 162) and “the transfer from idle to active balances 
and the increase in the turnover of deposits and cash in circulation has 
financed the continuance of inflation by building up the level of demand to 
meet each new [cost-induced] price level” (p. 163). In other words, “the 
problem [is] one of preventing the generation of excess demand .. .” (p. 164). 

Roberts recognizes that an “attack on inflation by curtailing the supply of 
credit and capital expenditure will have the immediate effect of checking out- 
put.” But he says that “this price may inevitably have to be paid to achieve 
stability” (p. 165). He sees no necessity, however, for average unemployment 
rates to rise much in the long run if swings about the average are allowed. 

The choice which the author offers between inflation and a small rise in 
average unemployment is, however, oversimplified and incomplete. Roberts 
does not discuss what might happen to the distribution of income between 
labor and property, or between union and nonunion workers, and to the alloca- 
tion of resources among various sectors of the economy. He implicitly assumes, 
for example, that unions will be unable or unwilling to alter the distribution 
of income. But this is not certain. The very expansion of the money supply 
since 1945 may well explain why unionism has been unable to influence the 
structure of wages substantially. Certainly a “get tough” monetary policy 
will not necessarily reduce or contain the unions’ perpetual demand for higher 
real wages or a larger share of national product. Even though unions respond 
to unemployment, as the author indicates, this is a matter of degree. As union 
rates go up, new workers are denied jobs by employers; unemployed union 
members seek work elsewhere, and the pressure of “excess” supply in non- 
union markets holds real wages below those pushed up by the unions. Only 
if the momentary authorities will accommodate the autonomous union wage in- 
creases by a corresponding expansion in the money supply will the growth in 
aggregate demand be sufficient to permit an increase in all factor prices in 
such a way as to avoid a significant change in the distribution of income. 

In summary, there is a great deal to command in this book and very 
little to criticize. It is excellently written, well organized and easy to read, 
authoritative and well documented, and provides a comprehensive survey 
of the institutional arrangements, the wages policy and anti-inflation meas- 
ures, as well as a wealth of factual data, in the six countries covered. Although 
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written primarily for a British audience and as an analysis and guide to 
policy in Britain, the book merits the close attention of American readers 
who are interested in the problem of inflation control and the role of unionism 
in achieving economic stability. 
KENNETH M. McCAFFREE 
University of Washington 


Les traitements des fonctionnaires et leur détermination (1930-1957). By 
AnprE TIANo. Paris: Ed. M.-Th. Génin, Librairie de Médicis, 1957. 
Pp. 554. 3,500 fr. 

Since its hard core was established by the first Napoleon, the French civil 
service has weathered revolutions and restorations, the rise and fall of count- 
less governments, and a number of efforts to reorganize the service itself. Pro- 
fessor Tiano, one of the rising generation of French labor economists, has 
devoted this book to an exhaustive study of wage trends, wage structure, and 
wage determination in this hardy perennial institution. 

Tiano estimates that fonctionnaires, together with their retired list, de- 
pendents, and recipients of survivors’ benefits, made up more than 11 per 
cent of the French population in 1947, with their total receipts from the 
government comprising about the same percentage of net national income. 
In addition to civil servants in the American sense, it should be noted that 
fonctionnaires include the armed forces, telephone and telegraph, radio and 
television, and public schools from kindergarten to university. 

The first half of the book is descriptive. The main findings are that real 
wages in public service were about the same (in terms of basic salary scale) 
in 1956 as in 1930, though with big swings in-between; that salary scales 
had roughly kept pace with wage rates in private employment over time, but 
were generally a bit lower for similar work in the past decade than in private 
or nationalized establishments; that wage differentials had been compressed; 
that pay varied greatly from agency to agency. Certain estimates are based 
on personal interviews as well as official data, and “extracurricular” sources 
of income are treated with Gallic frankness. 

Real incomes have increased more than statistics of basic salary would 
indicate, but the chances for extra money vary from agency to agency and 
job to job. Overtime pay in lower grades and flat-rate overtime allowances in 
higher ones (whether overtime is worked or not), efficiency premiums, free 
housing for certain officials and residence allowances for others, shoe-wear 
allowances for postmen and extra pay for professors who grade more than 
their quota of bluebooks, when taken together with family allowances, mean 
that either a doorman or a director-general can sometimes double his basic 
salary. Economists will be glad to learn that the chance of doing so is greatest 
in the Economic Council; teachers can take pleasure in the fact that their 
French colleagues have been up-graded steadily through the years and can sup- 
plement their salaries by tutoring or by doubling as town clerks. 

The second half of the book is devoted to wage determination. While 
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the percentage of union members is higher in public service than elsewhere, 
the weaker Socialist and Catholic unions are more strongly represented than 
in the country as a whole. Though joint administration-staff committees 
were set up in 1947, the unions prefer to press their claims through other 
channels. Strikes are usually short and symbolic, since the right to strike 
is limited, and rivalry between unions and between branches and grades 
within the service tends to weaken solidarity. The fonctionnaires also exert 
political pressure, sometimes through deputies with ministerial ambitions who 
—at least during the Fourth Republic—tended to push the claims of the min- 
istry of their choice, sometimes through priests or civil servants sitting as 
deputies. 

Wage determination is seen as a process of jockeying between administra- 
tions (interested in keeping within their budgets and still getting the work 
done) and unions, whose claims are backed by parliamentary pressure, ap- 
peals to public opinion, and strikes. Tiano concludes that higher officials lean 
heavily on civil service unions and unions grouping higher-level employees 
in the public and private sectors, that lower officials have more solidarity 
with the working class as a whole, and that there is some evidence that the 
post-telephone-telegraph unions exert leadership as regards strikes in both 
private and nationalized sectors of the economy. 

Tiano’s conclusions about wage determination may be open to question, 
but as a work of documentation the volume deserves serious consideration. 
American economists who can read French and have the patience to wade 
through the alphabet soup of French government agencies and the numbers 
and letters which identify salary scales, the intuition to make up for incom- 
plete table headings, and a reading-glass for some extremely complicated and 
crowded graphs, will find themselves rewarded with a wealth of statistical 
and documentary information which is available in no other single source. 

A. PETER RUDERMAN 

Geneva, Switzerland 


Population; Welfare Programs; Standards of Living 


The Population of Japan. By Irene B. Tarver. Princeton: Princeton Uni- 
versity Press, 1958. Pp. xx, 461. $15.00. 

The publication of Mrs. Taeuber’s magnum opus has been eagerly awaited 
by economists, demographers, and various kinds of regional specialists, Pre- 
ceded by a lengthy series of tantalizing and authoritative articles, The Pop- 
ulation of Japan gives the author her first chance to present a full-dress, 
detailed and integrated picture of Japanese demography. She has made the 
most of this opportunity. This book lives up to the high standards which one 
has learned to expect from Princeton’s Office of Population Research, and it 
is quite safe to say that Mrs. Taeuber has written the definitive work about 
Japanese population for at least a decade. (I shall be immensely surprised 
if a Japanese translation of this work does not appear in very short order.) 
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This study encompasses an impressive variety of topics. The author leads 
off with a fascinating discussion of population in the premodern period, fol- 
lowed by an analysis of the transition era from 1852 to 1918. Detailed work 
starts with the results of the first modern census of 1920, and here Mrs. 
Taeuber broadens her methods considerably. She discusses the changing com- 
position of the population, underlining the economic aspects, which indeed 
form a sort of leitmotiv to the entire volume. There are long sections on in- 
ternal and external migrations of the Japanese people, with the former pro- 
viding a vivid picture of urbanization. Natural demographic movements— 
marriage, fertility, mortality, and natural increase—are all studied. A section 
also examines Japan’s demographic ordeal during the war ahd in the postwar 
period, and discusses current policies and future problems. Note must also be 
made of an extremely valuable bibliography covering Japanese and foreign 
sources. 

For obvious reasons the period since 1920 is heavily emphasized in this 
work. Mrs. Taeuber is quite pessimistic about whether precensus population 
data are accurate enough for meaningful analysis. Furthermore, her numerous, 
cautious, and well-documented conclusions rely primarily on census bench- 
marks; yearly series are infrequent. It would be foolish to take issue with her 
in these matters; but let us say that for quantitative economic historians cer- 
tain large questions remain unanswered. For example, the process of urbaniza- 
tion before 1920 remains something of a questionmark. 

Some of Mrs. Taeuber’s most valuable insights come about through her 
regional classifications. She divides the prefectures of Japan into four principal 
categories—metropolitan, other industrial, intermediate, rural—and finds in- 
teresting demographic contrasts and similarities. In examining urbanization, 
the mechanical administrative shi and gun classifications are largely aban- 
doned, and instead more rational typologies are employed in analysis. Here 
the economist must doff his cap in envious admiration, and conclude that 
population census-takers have dealt more kindly with demographers than ec- 
onomic statistics collectors with economists. In measuring economic develop- 
ment in terms of, say, national product or capital formation, the economist 
must usually rely on output figures which do not permit a breakdown in other 
than fairly large administrative units. This was certainly the case with the 
prewar census of manufactures in Japan. And it is of course also true that the 
prefectural statistics of Japan contain much more demographic than economic 
information. One must conclude that frequently it is not possible for quantita- 
tive economists to make direct use of demographic advances. However, there 
can be no question whatever about the over-all value of this type of analysis 
for the study of economic growth. 

Mrs. Taeuber’s findings and opinions are so rich and diverse that it is im- 
possible to attempt an enumeration. But one further aspect of her work 
deserves comment. All through the book—implicitly and explicitly—she 
stresses duality, by which one means the intermingling of modern and tra- 
ditional aspects in Japanese society. From the point of view of demography, 
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this may have meant that there are often no sharp divisions between urban 
and rural areas, or that among certain classes of workers in metropolitan areas 
rural characteristics of employment and reproduction have persisted for a long 
time. Similar characteristics are of course found in the economic analysis of 
Japanese development. The persistence of the demand for traditional com- 
modities, ranging from houses to certain types of food, the apparent need and 
consequent indestructibility of the small (often midget) unit of enterprise, 
and perhaps the entire system of labor relations are different sides of the same 
coin. Certainly not all the aspects of this duality are adverse to industrializa- 
tion; some may have made a vital contribution, and need to be considered in 
the general study of development policies. 

I conclude with a minor compiaint. Mrs. Taeuber’s contribution could have 
been enhanced by the inclusion of a chapter comparing Japan’s demographic 
experience with that of other industrialized countries. This reader’s perspective 
would have benefited. 

Henry Rosovsky 
University of California, Berkeley 


The Older Population of the United States. By Henry D. SHELDON. Census 
Monograph Series for the Social Science Research Council in cooperation 
with the Bureau of the Census. New York: John Wiley; London: Chap- 
man & Hall, 1958. Pp. vii, 223. $6.00. 

Like the other monographs in this series, the objectives set for this volume 
are two-fold: the presentation of detailed, statistical information collected by 
the Census and other public and private sources on a particular subject of 
current interest; and the “broad exploration of the new questions suggested 
by the new information, as well as narrowing the elements of doubt and con- 
troversy on old questions” (p. vi). The present volume fulfills both objectives. 
The pertinent issues are raised and the data analyzed against a broad back- 
ground of knowledge and insight. The authors never lose themselves, and 
consequently they do not lose the reader, in a maze of detail. 

The material is skillfully organized to show the position of older pepole 
in those aspects of the society on which the census gathers information—age 
structure, geographical distribution, employment, occupation, marital status 
and the family life cycle, living arrangements, housing, and income. In each 
setting the position of older people is analyzed within the context of the pro- 
cesses which have contributed to their present status and may influence future 
trends. 

There are a few surprises. For example, self-employment appears to be 
less favorable for occupational longevity than is commonly supposed. Those 
who worry about the growing proportion of older people in the population 
will be relieved to learn that this is by no means certain. For the most part, 
however, the findings do not refute familiar generalizations. They limit and 
refine them. Analysis of the varied effects of migration on age structure by 
states and type and size of communities is particularly noteworthy, as is also 
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the use of survival rates to measure the degree to which older people continue 
in former occupations and the extent of employment opportunities in particu- 
lar occupations. Relationships between age and labor-force participation still 
defy generalization, except for the obvious statement that declining energy 
and health are major factors in retirement, and even here the subtler relation- 
ships between health and employment remain nebulous. Situations confronted 
by older people with changes in family status are sensitively treated. The 
growing proportion of older people without earnings indicates the need for a 
broader system of support. The chapter on housing shows up the inadequacy 
of data on this subject. 
HELEN FIsHER HOHMAN 
Northwestern University 
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Hist. Rev., 1958, 6 (1), pp. 3-52. 

Kune, E. Freiziigigkeit im internationalen Kapitalverkehr? Aussenwirtschaft, Dec. 1958, 
pp. 331-46. 

Macnant, L. Italy’s foreign trade and balance of payments: evolution and prospects. Rev. 
Econ. Conditions in Italy, Jan. 1959, pp. 55-83. 

Meryer, S. J. The European Economic Community. So. Afr. Jour. Econ., Dec. 1958, pp. 
268-79. 

Micwaety, M. Concentration of exports and imports: an international comparison. Econ. 
Jour., Dec. 1958, pp. 722-36. 

Moneta, C. The estimation of transportation costs in international trade. Jour. Pol. Econ., 
Feb. 1959, pp. 41-58. 

Mortmmer, B. The working of America’s P. L. 480. Nat. and Grindlays Rev., Jan. 1959, 
pp. 8-18. 

Nove, A. Soviet trade and Soviet aid. Lloyds Bank Rev., Jan. 1959, pp. 1-19. 

Nurkse, R. Trends in world trade. Kyklos, 1959, 12 (1), pp. 1-26. 

Part, G. U. La zona di libero scambio. Studi Econ., Sept.-Oct. 1958, pp. 361-98. 

Saunpers, C. T. Western Europe in the world economy. Westminster Bank Rev., Feb. 
1959, pp. 3-7. 

Scuarrer, A. Europaische Wirtschaftsgemeinschaft, europaische Freihandelszone und in- 
ternationale Kapitalbewegungen. Aussenwirtschaft, Dec. 1958, pp. 347-56. 

Scuew, R. Zur Problematik der weltwirtschaftlichen Kostenwirkungen diskriminatorischer 
Zollsenkungen. Zeitschr. f. die ges. Staatswiss., 1958, 114 (4), pp. 638-51. 

Scott, N. B. Sino-Soviet trade. Soviet Stud., Oct. 1958, pp. 151-60. 

Spraos, J. Speculation, arbitrage and sterling. Econ. Jour., Mar. 1959, pp. 1-21. 

Stopper, E. Integration, Aussenhandel und Produktion. Aussenwirtschaft, Dec. 1958, 
pp. 316-30. 

Trrra, A. La libera circolazione dei capitali nella Comunita Economica Europea. (With 

English summary.) Mondo Aperto, Dec. 1958, pp. 336-43. 
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Turot, P. I crediti internazionali privati. (With English summary.) Mondo Aperto, Dec. 
1958, pp. 325-35. 

Weser, A. Der deutsche Zollverein als Prazedenzfall fur die Bildung eines freien euro- 
paischen Marktes. Schmollers Jahrb., 1958, 78 (6), pp. 45-64. 

Wricut, R. B. American diplomacy and the Soviet bloc. Dept. State Bull., Dec. 8, 1958, 
pp. 922-28. 

Yeacer, L. B. Exchange rates within a common market. Soc. Research, Winter 1958, 
pp. 415-38. 

. A rehabilitation of purchasing-power parity. Jour. Pol. Econ., Dec. 1958, pp. 
516-30. 

Third quarter balance of payments. Surv. Curr. Bus., Dec. 1958, pp. 5-9. 

U. S. industry expands productive capacity of foreign countries. Surv. Curr. Bus., Jan. 
1959, pp. 20-24. 


Business Finance; Investment and Security Markets; Insurance 


Arvipsson, G. Reflections on index loans. Skandinav. Bank. Quart. Rev., Jan. 1959, pp. 
1-14. 

Caprara, U anp CasTettino, G. Metodi comparati di finanziamento delle imprese. (With 
English summary.) Riv. Internaz. di Sci. Econ. e Com., Sept. 1958, pp. 828-45. 

Curericat1, C. Dimensioni di impresa ed autofinanziamento. (With English and French 
summaries.) Risparmio, Nov. 1958, pp. 2035-54. 

CunnincHaM, N. J. Business investment and the marginal cost of funds-II. Metro- 
economica, Dec. 1958, pp. 155-81. 

Gattott1, R. Perplessita sulle politiche delle investment companies americane. (With Eng- 
glish summary.) Riv. Internaz. di Sci. Econ. e Com., Sept. 1958, pp. 846-59. 

Hatt, A. R. Institutional investment in listed company securities. Econ. Record, Dec. 1958, 
pp. 375-89. 

Henpverson, R. F. Comments on company finance. Lloyds Bank Rev., Jan. 1959, pp. 
20-33. 

Krernin, M. E. Factors associated with stock ownership. Rev. Econ. Stat., Feb. 1959, 
pp. 12-23. 

Kurerus, J. A. De theorieén betreffende het afnemerscrediet. De Economist, Dec. 1958, pp. 
854-78. 

Moetter, H. Selbstfinanzierung. Finanzarchiv, 19 (1), pp. 172-89. 

Watter, J. E. A discriminant function for earnings-price ratios of large industrial cor- 
porations. Rev. Econ. Stat., Feb. 1959, pp. 44-52. 

Capital markets in 1958. Fed. Res. Bull., Dec. 1958, pp. 1379-85. 


Business Organization; Managerial Economics; Marketing; Accounting 

Asp Er-Moraat, M. H. B. Working capital—its role in the short-run liquidity policy of 
industrial concerns. Accounting Research, Oct. 1958, pp. 258-75. 

Avery, H. G. Economic value vs. original cost—a discussion of bases for calculating 
earnings. N.A.A. Bull., Feb. 1959, pp. 5-14. 

Brown, R. G. II livello economica delle scorte. (With English summary.) Riv. Internaz. 
di Sci. Econ. e Com., Nov. 1958, pp. 1015-26. 

. Un modello di costo a saggi di produzione variabili. (With English summary.) 
Riv. Internaz. di Sci. Econ. e Com., Oct. 1958, pp. 932-39. 

vE Bopt, G. Gestion budgétaire et calculs marginaux. Annales de Sci. Econ. Appliquées, 
Oct. 1958, pp. 417-39. 

Gattina, G. AND Baront, M. Numeri di progetto. (With English summary.) Mondo 

Aperto, Dec. 1958, pp. 344-50. 
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Mars, R. M. Which approach to “lifo” valuations. N.A.A. Bull., Mar. 1959, pp. 61-68. 


Oxenretpt, A. R. How to use market-share measurement. Harvard Bus. Rev., Jan.-Feb. 
1959, pp. 59-68. 


Pompan, J. M. Direct and absorption costing in one system. N.A.A. Bull., Mar. 1959, pp. 
5-18. 

Ranote, C. W. Problems of R & D management. Harvard Bus. Rev., Jan.-Feb. 1959, 
pp. 128-36. 

Ronornt1, O. Costi di distribuzione e programmazione lineare: come si pud rendere ottima 
la spesa destinata alla funzione d’impulso. (With English summary.) L’industria, Oct.- 
Dec. 1958, pp. 568-84. 

Sorter, G. H. Reported income and inventory change. Jour. Bus., Jan. 1959, pp. 47-51. 

TactiacarneE, G. Le ricerche di mercato per i prodotti industriali ed i beni strumentali, 
Riv. di Pol. Econ., Nov. 1958, pp. 1268-83. 


Tuompson, E. S. A program for profitable use of costs in a small factory. N.A.A. Bull., 
Jan. 1959, pp. 49-55. 


Tuomson, H. W. anp Yamey, B. S. Bibliography of bookkeeping and accounts—1494- 
1650. Accounting Research, Oct. 1958, pp. 239-57. 


Vatrer, W. J. Does rate of return measure business efficiency? N.A.A. Bull., Jan. 1959, 
pp. 33-48. 


Decision-making. Admin. Sci. Quart., Dec. 1958, pp. 289-428. 
Production and distribution. Surv. Curr. Bus., Feb. 1959, pp. 14-20. 


Industrial Organization; Government and Business; Industry Studies 
Apetman, I. G. A stochastic analysis of the size distribution of firms. Jour. Am. Stat. 
Assoc., Dec. 1958, pp. 893-904. 


BAr, R. Des westdeutsche Gesetz gegen Wettbewerbsbeschrankungen. Wirtschaft und 
Recht, 1958, 10 (4), pp. 245-73. 


Barre, R. Quelques aspects de la régulation du pouvoir économique. Rev. Econ., Nov. 
1958, pp. 912-24. 


Das, N. The ecology of economic power. Indian Jour. Econ., July 1958, pp. 71-76. 

Demaria, G. Alcune leggi quasi naturali dell’industria automobilistica italiana in fase di 
allargamento spaziale dei mercati. (With English summary.) Riv. Internaz. di Sci. 
Econ. e Com., Sept. 1958, pp. 801-27. 


Futton, M. anv Hocs, L. C. Transportation factors affecting locational decisions. Econ. 
Geog., Jan. 1959, pp. 51-59. 


GrunFELp, Y. The effect of the per diem rate on the efficiency and size of the American 
railroad freight-car fleet. Jour. Bus., Jan. 1959, pp. 52-73. 


Lansinc, J. B. anp Broop, D. M. A cross-section analysis of non-business air travel. 
Jour. Am. Stat. Assoc., Dec. 1958, pp. 928-47. 


Letwin, W. The first decade of the Sherman Act: early administration. Yale Law Jour., 
Jan. 1959 pp, 464-96. 


Lypatt, H. F. Aspects of competition in manufacturing industry. Bull. Oxford Univ. Inst. 
Stat., Nov. 1958, pp. 319-38. 


Ma, R. Composition of the corporate sector—II: a comparison of public and private 
companies. Accounting Research, Oct. 1958, pp. 302-23. 


Narc.itano, G. Rapporti tra la diffusione della stampa e il benessere dei popoli. Riv. di 
Pol. Econ., Nov. 1958, pp. 1262-67. 


Newman, D. K. Construction in the 1958 economy. Mo. Lab. Rev., Jan. 1959, pp. 1-7. 


Suerry, M. The Air Navigation Commission of the International Civil Aviation Or- 
ganization—II. Jour. Air Law and Com., Autumn 1958, pp. 428-43. 
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Stncram, W. A. The growth of the British steel industry in the late nineteenth century. 
Scot. Jour. Pol. Econ., Feb. 1959, pp. 33-47. 

SépERLUND, E. F. The Swedish iron industry during the first world war and the post-war 
depression. Scan. Econ. Hist. Rev., 1958, 6 (1), pp. 53-94. 

Taarre, E. J. A map analysis of United States airline competition—II. Jour. Air Law 
and Com., Autumn 1958, pp. 402-27. 

Uppat, J. S. Accountability of the nationalised industries to the Indian Parliament. In- 
dian Jour. Econ., July 1958, pp. 77-82. 

Watsu, J. J. La legislazione relativa alle pratiche restrittive in Irlanda. (With English 
summary.) Mondo Aperto, Dec. 1958, pp. 317-24. 

Wutems, L. L’industrie cinématographique en Belgique. Annales de Sci. Econ. Appliquées, 
Dec. 1958, pp. 507-50. 

Witson, G. W. The Weeks Report revisited. Am. Econ. Rev., Mar. 1959, pp. 130-32. 


Land Economics; Agricultural Economics; Economic Geography; 
Housing 


Crark, J. M. Canadian agricultural marketing and price support policies. Quart. Rev. 
Agric. Econ., Oct. 1958, pp. 173-78. 

Cromarty, W. A. Changing relationships between agriculture and the national economy. 
Jour. Farm Econ., Can. Jour. Agric. Econ., Proceedings, Dec. 1958, pp. 1568-77. 

EncBERG, R. C. Credit implications of integration in agriculture. Jour. Farm Econ., Can. 
Jour. Agric. Ecor., Proceedings, Dec. 1958, pp. 1370-78. 

Hatvorson, H. W. Response of milk production to price. Jour. Farm Econ., Can. Jour. 
Agric. Econ., Proceedings, Dec. 1958, pp. 1101-12. 

Harica, C. Appréciation économique d’un gisement minéral. Annales de Sci. Econ. Ap- 
pliquées, Dec. 1958, pp. 553-94. 

Jackson, J. N. Some social and economic forces which influence the pattern and in- 
tensity of land use. Sociol. Rev., Dec. 1958, pp. 207-26. 

Kenprick, J. W. Productivity trends in agriculture and industry. Jour. Farm Econ., Can. 
Jour. Agric. Econ., Proceedings, Dec. 1958, pp. 1554-63. 

Leckie, H. K. Dynamics of the integration of agricultural production and marketing. 
Jour. Farm Econ., Can. Jour. Agric. Econ., Proceedings, Dec. 1958, pp. 1356-66. 

MacGrecor, M. A. Implications of changing technology for prices and incomes in agricul- 
ture. Jour. Farm. Econ., Can. Jour. Agric. Econ., Proceedings, Dec. 1958, pp. 1581-92. 

Marcotis, J. The economic evaluation of federal water resource development. (A review 
article.) Am. Econ. Rev., Mar. 1959, pp. 96-111. 

Orson, M., Jr. anp Harris, C. C., Jr. Free trade in “corn”: a statistical study of the 
prices and production of wheat in Great Britain from 1873-1914. Quart. Jour. Econ., 
Feb. 1959, pp. 145-68. 

Penn, R. J. Tenure innovations and tenure problems associated with vertical integration. 
Jour. Farm Econ., Can. Jour. Agric. Econ., Proceedings, Dec. 1958, pp. 1383-89. 

Petino, G. Movimenti tendenziali delle unita fondiarie. Studi Econ., Sept.-Oct. 1958, pp. 
399-411. 

ScHNITTKER, J. A. Response of wheat production to prices with emphasis on technological 
change. Jour. Farm Economics, Can. Jour. Agric. Econ., Proceedings, Dec. 1958, pp. 
1087-97. 

SHarma, P. K. The basis of compensation for land. Indian Jour. Econ., July 1958, pp. 
99-104. 

Tompxin, J. R. Response of farm production unit as a whole to prices. Jour. Farm Econ., 
Can. Jour. Agric. Econ., Proceedings Dec. 1958, pp. 1115-27. 

Van Lierpz, J. J. B. P. Enkele aspecten van de Franse landbouwpolitiek. (With English 
summary.) Tijdschrift v. Econ., 1958, 3 (4), pp. 415-28. 
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Van VaLKensBuRG, S. Land use within the European Common Market. Econ. Geog., Jan. 

1959, pp. 1-24. 
Labor Economics 

Asruzzi, A. Misura e stima delle interruzioni sul lavoro. (With English summary.) Riv. 
Internaz. di Sci. Econ. e Com., Oct. 1958, pp. 908-31. 

Ats, G. The workers’ share in management and profits in Luxembourg. Internat. Lab. 
Rev., Dec. 1958, pp. 575-84. 

Bacxman, J. Economic considerations in wage determination. Mo. Lab. Rev., Feb. 1959, 
pp. 140-41. 
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Duranp, P. Conciliation and mediation in collective industrial disputes. Internat. Soc. Sci. 
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Sorrer, B. The effects of recent long-term wage agreements on general wage level move- 
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Stat., Feb. 1959, pp. 53-60. 
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Srieser, J. Occupational wage differentials in the basic steel industry. Indus. Lab. Rel. 
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Some aspects of wage policy in the planned economies of Eastern Europe. Internat. Lab. 
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review. Soc. Sec. Bull., Dec. 1958, pp. 8-15. 
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1958, 12 (2), pp. 1-69. 

Hasan, M. S. Growth and structure of Iraq’s population, 1867-1947. Bull. Oxford Univ. 
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Sauvy, A. Les études de population avec recherches sur la développement des sociétés et 
leur évolution profonde. Vie Econ. et Soc., Jan. 1959, pp. 1-10. 

Wiseman, J. The economics of education. Scot. Jour. Pol. Econ., Feb. 1959, pp. 48-58. 
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Marsuatt, H. D. Publication policies of the economic journals. Am, Econ. Rev., Mar. 
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NOTES 


A nominating committee consisting of John D. Black, chairman, Kenneth D. Roose, 
Alice E. Bourneuf, Raymond T. Bowman, James M. Buchanan and George Garvy has 
submitted the following slate of nominees for 1960 officers of the American Economic 
Association : 

President: 
Theodore W. Schultz 


First Vice President: 
Paul A. Samuelson 
Vice President: 


Lester V. Chandler 
William J. Fellner 
Raymond W. Goldsmith 
Robert A. Gordon 


Executive Committee: 


Armen A. Alchian 
John K. Galbraith 
Frank C. Pierson 
Ralph A. Young 


The annual meeting of the Association will be held at the Sheraton-Park Hotel, Wash- 
ington, D.C., December 28-30, 1959. 


NorMAN S. BUCHANAN MEMORIAL AWARD 


The services of the late Norman S. Buchanan to teaching and research in economics 
and to the strengthening of the social sciences are being commemorated by his friends 
through the establishment of a Norman S. Buchanan Memorial Award, at the University 
of California, Berkeley, in the form of a prize or scholarship for excellence in economics. 
Contributions to this fund, which are tax exempt, may be sent to: Philip E. Mosely, 
Chairman, Norman S. Buchanan Memorial Committee, 58 East 68th St., New York 
21, N.Y. Checks should be made out to The Regents of the University of California. 


NEw PUBLICATIONS 

A new journal, Labor History, sponsored by The Tamiment Institute in cooperation 
with the Society of Labor Historians, will be published in late 1959 or 1960. It will pub- 
lish, in addition to original research in labor history, studies of specific unions and the 
impact of labor problems upon ethnic and minority groups; articles on the theory of 
labor history; and studies of foreign labor movements. Contributions may be addressed 
to the editorial director, Dr. Norman Jacobs, care of The Tamiment Institute, 7 East 
15th St., New York 3, N.Y. 

The Social Sciences—A Journal of Student Research, a periodical designed specifically 
to broaden the outlet for student research in the social sciences, will be published in the 
near future. Articles submitted should not exceed 2,000 words in length and should be 
typed in a form meeting publication standards. All communications and manuscripts 
should be sent to Professor Edward Rothstein, Department of Sociology, Dickinson 
College, Carlisle, Pa. 


Announcements 


The Fund for Social Analysis is offering in 1959 a number of grants-in-aid for studies 
of problems posed by Marxist theory and its application. Projects for books and essays 
in all fields of social science will be welcomed. Grants will ordinarily range from $500 to 
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mic 
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$3,000, and may be requested for an entire project, or for any part, or for assistance in 
research, editing or publication. Address the Corresponding Secretary, The Fund for Social 
Analysis, Room 2800, 165 Broadway, New York 6, N.Y. 


Section K—Social and Economic Sciences—of the American Association for the Ad- 
vancement of Science will hold sessions for contributed papers at the annual meeting of 
the AAAS in Chicago, December 26-31, 1959. Association members interested in present- 
ing a paper at these sessions should forward titles and abstracts, not later than Sep- 
tember 20, to Donald P. Ray, Secretary, AAAS Section K, National Academy of Economics 
and Political Science, George Washington University, Washington 6. D.C. 


Deaths 


W. C. Beatty, November 13, 1958. 

Sidney D. Merlin, December 8, 1958. 

Ragnar Nurkse, Columbia University, May 6, 1959. 

A. C. Pigou, King’s College, Cambridge, March 7, 1959. - 

John G. Rolph, November 2, 1958. 

Clyde O. Ruggles, emeritus, Harvard Graduate School of Business, April 6, 1958. 
James MacD. Terrell, November 1958. 

Leonard S. Tyson, February 1958. 

Julius V. Wyler, New School for Social Research, January 13, 1959. 


Retirements 


Ruth A. Allen, University of Texas, June 1959. 

Clyde O. Fisher, Wesleyan University, June 1959. 

Reid S. Fulton, The City College of New York, June 1959. 
H. L. McCracken, Louisiana State University, June 1959. 
W. H. Steiner. Brooklyn College, June 1959. 

Horace Taylor, Columbia University, June 1959. 

Sam H. Thompson, Iowa State College, March 1959. 
Kossuth M. Williamson, Wesleyan University, June 1959. 


Promotions 

John E. Bishop: assistant professor of business administration, Harvard Graduate School 
of Business Administration. 

Donald E. Cullen: associate professor, New York State School of Industrial and Labor 
Relations, Cornell University. 

Francis W. Gathof: assistant professor of economics, The American University. 

Charles J. Grayson, Jr.: assistant professor of business administration, Harvard Grad- 
uate School of Business Administration. 

Neil E. Harlan: associate professor of business administration, Harvard Graduate School 
of Business Administration. 

Werner Z. Hirsch: professor of economics, Washington University, 

James E. Howell: associate professor of economics, Graduate School of Business, Stan- 
ford University. 

Duncan M. MacIntyre: professor, New York State School of Industrial and Labor 
Relations, Cornell University. 

Howard D. Marshall: associate professor of economics, Vassar College. 

Lester B. McAllister, Jr.: professor of economics, Beioit College. 
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Simon Naidel: professor of economics and acting chairman, department of economics, 
The American University. 

Alek A. Rozental: associate professor of economics, Saint Louis University. 

Nathan Schmukler: associate professor of economics, Brooklyn College. 

Irvin Sobel: professor of economics, Washington University. 

Jack E. Thornton: Julian Price fellow in insurance, School of Business Administration, 
University of North Carolina. 

Paul Wonnacott: assistant professor of economics, Columbia University. 


Appointments 


Peter S. Albin, of Princeton University: instructor, New York University. 

Curtis Aller, of Michigan State University: associate professor and chairman, depart- 
ment of economics, San Francisco State College, effective September 1959. 

Claude A. Bitner, of Michigan State University: assistant professor, department of 
economics, Texas A & M College, effective September 1959. 

Albert A. Blum: assistant professor, New York State School of Industrial and Labor 
Relations, Cornell University. 

Emile Bouvier, of Georgetown University: president of the University of Sudbury, 
Sudbury, Ontario, January 1959. 

Richard S. Bower, of Cornell University: assistant professor of economics and business 
administration, Vanderbilt University. 

John A. Brittain, of Cornell University: assistant professor of economics, Vanderbilt 
University. 

Philip W. Cartwright: associate dean of the College of Arts and Sciences, University 
of Washington. 

J. K. Charles: lecturer in economics, McGill University, 1958-59 session. 

Robert W. Clower: chairman of the department of economics, Northwestern University. 

Robert P. Collier: acting dean, College of Business and Social Sciences, Utah State 
University. 

Darwin W. Daicoff: instructor, University of Kansas. 

Paul M. Dauten, Jr., University of Illinois: a director of Educational and Technical 
Consultants, Inc., Evanston, Ill. 

Richard G. Davis: instructor in economics and research assistant, Princeton University. 

Edgar O. Edwards: professor of economics, Rice Institute. 

Jose Encarnacion, Jr.: instructor in economics, Princeton University. 

Tibor Fabian: director, operations research, Lybrand, Ross Bros. and Montgomery, 
Philadelphia. 

David Fand, of the University of North Carolina: associate professor of economics, 
Southern Methodist University. 

James M. Folsom, of Vanderbilt University: instructor in economics, Duke University. 

Paul Fox: research associate in business administration, Harvard Graduate School of 
Business Administration. 

Richard B. Goode, of International Monetary Fund: senior staff member in charge of 
long-range program of research on economics of taxation, Brookings Institution. 

Jack T. Guenther, of Harvard University: assistant professor of economics, Vanderbilt 
University, September 1959. 

William Haber, of University of Michigan: elected president of Industrial Relations 
Research Association. 

John Haldi: assistant professor of economics, Graduate School of Business, Stanford 
University. 


ition, 
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George R. Hall: acting assistant professor of economics, University of Virginia, 1959-60. 

Alvin H. Hansen, emeritus, Harvard University: visiting professor of economics, Haver- 
ford College, first semester 1959-60. 

George W. Hardbeck, of Louisiana Polytechnic Institute; assistant professor of eco- 
nomics, Saint Louis University. 

John D. Helmerger: lecturer in economics, University of Minnesota. 

Benjamin H. Higgins, of Center for International Studies, Massachusetts Institute of 
Technology: professor of economics, University of Texas. 

Leonid Hurwicz, of the University of Minnesota: visiting professor in economics, 
Stanford University, spring quarter 1959. 

James James: lecturer in economics, Southern Methodist University. 

Alexandre Kafka: acting associate professor of economics, University of Virginia. 

Thomas F. Keller, of the University of Michigan: assistant professor, department of 
economics and business administration, Duke University. 

Nathan Keyfitz, of Dominion Bureau of Statistics: professor in department of political 
economy, University of Toronto. 

Charles Kretzschmar: economic statistician, Bureau of the Census, Washington, D.C. 

Harold Kuhn, of Bryn Mawr: associate professor of mathematical economics, Princeton 
University. 

Paul F. Lazarsfeld: Ford visiting professor, Harvard Graduate School of Business 
Administration. 

Abba P. Lerner: professor, department of economics, Michigan State University. 

Eugene M. Lerner: assistant professor, department of economics, The City College of 
New York. 

Nelle P. Lewis: research associate, Bureau of Business Research, University of Kentucky. 

Wallace Lovejoy, of Continental Oil Company: assistant professor of economics, 
Southern Methodist University. 

David L. Lutin: member of staff of the Committee for Economic Development, Area 
Development Division 

George Macesich: assistant professor of economics, Florida State University, September 
1959. 

Allan B. Mandelstamm, of Northwestern University: assistant professor of economics, 
Vanderbilt University. 

Theodore Mesmer: member of staff of the Research and Planning Division, U.N. Eco- 
nomic Commission for Asia and the Far East, Bangkok, Thailand. 

C. Clyde Mitchell, of Harvard University Advisory Group to Government of Pakistan: 
chief of the FAO Mission in Colombia, March 1959. 

Leon Moses: associate professor of economics, Northwestern University. 

Richard F. Muth: associate professor of urban economics, School of Busitiess, University 
of Chicago. 

Herman L. Myers: program officer and economist, International Cooperation Mission in 
Mexico City. 

I. D. Pal: lecturer in economics, McGill University, 1958-59. 

James Pikl, Jr.: assistant professor of economics, Southern Methodist University. 

C. Hock Quan, of Carthage College: research associate, Bureau of Business Research, 
University of Kentucky. 

Robert F. Risley: acting dean of the New York State School of Industrial and Labcr 
Relations, Cornell University. 

Herbert R. Rouse: visiting consultant on statistics, Harvard Graduate School of Busi- 
ness Administration. 
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Warren Samuels, of Georgia State College: assistant professor of economics, University 
of Miami School of Business Administration. 

Eric Schenker, of Michigan State University: appointment at University of Wisconsin, 
Milwaukee branch. 

Charles L. Schultze, formerly senior staff Council of Economic Advisers; lecturer in 
economics at Indiana University. 

Mark B. Schupack: instructor in economics, Brown University. 

Richard T. Selden, of Vanderbilt University: associate professor of banking, Graduate 
School of Business, Columbia University, effective September 1959. 

C. Joseph Sequin, of Michigan State University: assistant professor, department of 
business organization and management, Notre Dame University, effective September 1959. 

Barbara A. Simpson: instructor in economics, College of William and Mary, effective 
September 1959. 

Frank I. Stern, formerly Grey Advertising Agency, Inc.: now market analyst, New York, 
New Haven and Hartford Railroad. 

George Sternlieb: research associate in business administration, Harvard Graduate School 
of Business Administration. 

Walter F. Stettner, of International Cooperation Administration: senior economist, 
Council of Economic Advisers. 

Albion G. Taylor, professor emeritus College of William and Mary: visiting professor, 
Hollins College 1959 spring semester. 

Ronald L. Teigen, formerly St. Olaf College: instructor, University of Minnesota. 

Carl E. Veazie: associated with Ebasco Services, Inc., in department of facilities, com- 
munity, and industrial planning. 

Barton Westerlund, of University of Arkansas: assistant director of research and senior 
industrial specialist at University’s Industrial Research and Extension Center, Little Rock. 

William V. Wilmot, Jr.: associate professor of management and head of the department 
of management and business law, University of Florida. 

Tom Wise: lecturer in economics, McGill University, 1958-59. 


Leaves for Special Appointments and Assignments 

Walter Adams, Michigan State University: visiting professor Salzburg, Austria, Seminar 
and visiting professor, Centre d’Etudes Industrielles, University of Geneva, spring 1959. 

Richard C. Bernhard, University of California, Riverside: guest professor, University 
of Freiburg im Breisgau, May to July 1959. 

Rudolph Blitz, Vanderbilt University : research appointment at Johns Hopkins University, 
spring semester 1960. 

Henry Briefs, Georgetown University: second-year leave to continue in Council of 
Economic Advisers to the President. 

M. P. Catherwood, New York State School of Industrial and Labor Relations: industrial 
commissioner, New York State Dept. of Labor, effective January 1959. 

David C. Cole, Vanderbilt University: assigned to University of Philippines for year 
beginning February 1960 under Vanderbilt University’s Overseas Professorship Program. 

Harold W. Davey, Iowa State College: visiting professor in industrial relations, Uni- 
versity of Minnesota, spring quarter 1959. 

Corwin D. Edwards, University of Chicago: member staff Brookings Institution to 
undertake study on International Comparative Analysis of Trade Regulation, year 
1959-60. 

Frederick C. Joerg, Duke University: Fulbright lecturer Helsinki School of Economics, 
Finland, 1959-60. 

John P. Lewis, University of Indiana: member staff Brookings Institution to undertake 
study on The United States and Indian Economic Development 1959-60, 
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Richard W. Lindholm, University of Oregon: in Korea as economic consultant to ICA 
with reference to establishment of an economic development council in Korea, early 1959. 

Lawrence C. Lockley, University of Southern California: visiting professor of market- 
ing, Graduate School of Business, Columbia University 1959-60; has resigned deanship 
of School of Commerce, University of Southern California. 

Fritz Machlup, Johns Hopkins University: lecturer at the Universities of Cologne, 
Bonn, Mainz, Frankfurt, Munich, Freiburg and Saarbriicken, January-February 1959. 

Harry McAllister, State College of Washington: research associate with National Bureau 
of Economic Research 

James W. McKie, Vanderbilt University: visiting associate professor of economics, Har- 
vard University, 1959-60. 

David N. Milstein, Rutgers—The State University: on research project in the Fiscal 
and Financial Branch, United Nations Secretariat, past year. 

Carl L. Nelson, University of Minnesota: visiting professor, School of Economics in 
Turku, Finland, and Fulbright fellow, 1959-60. 

Henry H. Schloss, Washington University: Fulbright lectureship at the University of 
Bombay. 

John Sheahan, Williams College: Brookings Institution National Research Professorship 
for research in France, 1959-60. 

Jack Stieber, Michigan State University: guest professor in department of industrial 
administration, Royal College of Science and Technology, Glasgow University, Scotland. 

Charles J. Stokes, Atlantic Union College: Fulbright professor of economics at the 
University of Guayaquil and the Central University of Ecuador, 1958-59. 

Philip Taft, Brown University: visiting professor, University of California at Berkeley, 
second semester 1958-59. 

Anthony M. Tang, Vanderbilt University: assigned to the Institute of Social and 
Economic Research, Osaka University, Japan 1959-60 under Vanderbilt University’s 
Overseas Professorship Program. 

Gerald E. Thompson, University of Nebraska: appointed by Ford Foundation fellow 
of Institute of Rasic Mathematics for Application to Business to be held at Harvard and 
Massachusetts Institute of Technology, 1959-60. 

Gerhard Tintner, Iowa State College: taught econometries during spring quarter at Tech- 
nical University, Lisbon, Portugal, at request of U.S. Department of State. 

Walter H. Zukowski, Colby College: visiting professor of business administration, 
Al-Hirma University of Baghdad, Iraq, under Rockefeller Foundation grant for year 
1958-59. 

Resignations 

Frank T. Bachmura: Vanderbilt University. 

John M. Baitsell: Harvard Graduate School of Business Administration. 

Manuel Gottlieb: University of Kansas. 

William A. Kamins: Harvard Graduate School of Business Administration. 

Richard W. Kazmaier, Jr.: Harvard Graduate School of Business Administration. 

Robert A. Solo: The City College of New York. 

Maxine Woolston: Bryn Mawr College. 
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VACANCIES AND APPLICATIONS 
licants who wish to make 
known their availability for positions in the field of economics and to 
administrative officers of colleges and universities and to others who are 
secking to fill vac -ies. 

The officers of the Association take no responsibility for making a selec- 
tion among the applicants or following up the results. The Secretary's 
Office will merely afford a central point for clearing inquiries; and the 
Review will — in this section brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
the Association has no other way of knowing whether or not this section is 
performing a real service, the would appreciate receiving notifi- 
cation of appointments made as a result of these announcements. It is 

dress or to use a key number. Deadlines for the four issues of the 
Review ate February 1, May 1, August 1, and November 1. 


Communications should be addressed to: The Secretary, American 
Economic Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics and business administration: A Christian liberal arts college will have 
a vacancy September, 1959, for someone to handle courses in economics, business 
organization and finances, salesmanship, to be followed second semester by eco- 
nomics, marketing, and business management. Desire Ph.D. but master’s degree 
with teaching experience will be considered. Salary and rank are open, depending 
upon training and experience. Write Chairman, Department of Economics and 
Business Administration, Geneva College, Beaver Falls, Pennsylvania. 


Marketing, finance, and management: Unusual opportunities for competent teachers 
able to work with business groups. Two openings, from assistant to full professor. 
School of business administration in Washington, D.C. P214 


Business law and accounting: School of business administration in the nation’s capital 
has opening for instructor or assistant professor, LL.B. and accounting B.S. required 
minimum. For 1959-60 academic year. P218 


Business law: Opportunity for assistant or associate professor of business law. 
Qualifications in business-government relationships highly desirable. School of Busi- 
ness Administration in nation’s capital. P219 


City planning agency: Associate research planner position open to economist with 
master’s or bachelor’s degree and a year of experience in capital programming and 
planning analysis (economic and population data). Starting salary $6,590 with annual 
increments of $200 plus cost-of-living bonus. Write to Arthur J. Reed, Commis- 
sioner of Planning, Department of City Planning, 211 East Water Street, Syracuse 2, 
New York. 


Accounting: Senior-level position at midwest university. Desired qualifications are: 
doctoral , C.P.A. certificate, teaching experience at the university level, and 
publications. Salary and rank commensurate with qualifications, P220 


Economists Available for Positions 


International economics and international relations, economic policy and — 


ment in economics, corporation finance (American and ce, 
economic history, economic geography, comparative systems, regional economics of 
Europe, Middle East, Latin America: Man, in fifties; U.S. citizen; European pro- 
fessorial doctoral in Head of a 
department, full visiting professor on four continents, i ing a leading uni- 
versity; 5 years of teaching at a U.S. university; research director; international bank- 


